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Beef and Milk for Urban Brazil 
By Julian S Duncan* 


Food supply is just one aspect of the problem of economic 
development in Brazil, but it is an important phase. Food short- 
ages, particularly of meat and milk, or high prices, which amount to 
the same thing as far as the masses are concerned, have explosive 
political potential. The most acute aspect of the food problem of 
Brazil is feeding the urban masses, particularly those in the two large 
cities of Rio de Janeiro and Sao Paulo. Meat and milk have been 
selected for special attention because of their peculiar difficulties in 
production, transportation, and distribution. 


The territorial extent of Brazil, the relatively sparse population 
and the amount of land suitable for the grazing of cattle suggest 
that there should not only be enough meat and milk for all Brazil- 
ians but also that the country should have great potential for earning 
dollars by the export of meat, meat products, cheese and dried milk. 
Progress in the breeding of cattle adapted to the tropical and semi- 
tropical regions of Brazil has been substantial. Furthermore, the 
King Ranch owns a substantial spread in Western Sao Paulo where 
Santa Gertrudis cattle, bred for climates similar to the Brazilian 
plateau, are being raised. - Various crosses of Indian cattle thrive 
on heat, and the better breeds are characterized by increasing 
resistances to disease and insects. The basic stock exists from which 
herds in all cattle growing areas may be upgraded. 





* The author is Chairman of the Department of Economics, University 
of New Mexico. He is under particularly heavy obligation to Robert S. 
Scull, Portland, Maine’s food technologist extraordinary, who was senior 
author of the meat section of the Klein & Saks report. The material for 
this paper was gathered while the author and Robert S. Scull were employed 
by the firm of Klein & Saks. Klein & Saks were consultants to the Industrial 
Development Commission of the Government of Brazil on problems of 
food. The views expressed in this paper are those of the author and do not 
necessarily represent the views of Klein & Saks or the Brazilian Government, 
or Robert S. Scull. 
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Of special interest is a demonstration cattle farm now in opera- 
tion in the Peruvian section of the Amazon Valley. A cattle grass 
has been developed which produces a luxuriant cover protecting 
the soil against the leaching effects of the torrential rains. A Point 
IV specialist in Lima who showed the writer a color film of the 
project, stated that veterinary costs were lower than in the United 
States. This type of land use is adapted to all sections of the 
Amazon Valley high enough above sea level not to be subject to 
annual inundation. 


More progress has been made in the development of beef brands 
suited to the nation’s climate than in dairy animals. This is under- 
standable in view of the fact that milk does not play as important 
a role in the diet of Brazil as it does in that of the United States 
and some countries of Western Europe. From the standpoint of 
genetics it is just as feasible to develop a dairy breed adapted to 
tropical and semi-tropical climates as it is to produce a high grade 
beef breed. However, productivity per cow is not presently the most 
significant barrier to increased production and consumption of 


Grade A fluid milk. 


Despite ample grazing land and progress in genetics, meat is 
high in price, relative to the purchasing power of the masses, and 
poor in quality. Export is banned. Grade A fresh fluid milk is avail- 
able only in Sao Paulo. The bottled milk sold in the Rio market and 
elsewhere is so poor in quality and relatively high in price that dried 
milk produced in Brazil is comparable in price. All fluid milk sold in 
Rio has to be boiled before it is safe for human consumption. 
Sales of domestic and imported dried milk are increasing much 
more rapidly than the sales of fluid milk in the Rio de Janeiro 
milk shed. 


Two basic questions, then, confront anyone who considers beef 
and milk problems in Brazil: Why, in spite of the number of cattle 
in the country, is there no surplus left for export, and why is milk 
so high in price and so poor in quality? 


Milk eee 


Primary attention will be given to the Rio de Janeiro milk shed 
because it illustrates so well the difficulties which must be sur- 
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mounted before the quality and quantity of production can be 
increased. | 


The milk supply is irregular. During the dry season from July 
to November there is a seasonal decline in production. Milk is 
most plentiful during the first few months of the year, but it is 
never in sufficient supply to meet the needs of the larger cities. 
The cause of the poor quality and insufficient supply is four-fold: 
(1) transportation facilities are poor; (2) production and handling 
are hampered by unrealistic, discriminatory price control; (3) gov- 
ernment practices regarding dried milk are unsound; and (4) lack 
of an adequate program to teach dairymen how to get maximum 
yields from dairy cows and handle milk. 


Transportation of milk from the production centers to the Federal 
District is practically all by railroad over distances from 200 to 
400 kilometers. In some cases this involves transfer from one 
railroad to another and therefore further delay. This transportation 
is effected in ordinary steel cars, and in hot weather the milk loaded 
near the roof and sides of the cars frequently arrives in a spoiled 


condition. Milk trains are often late, and even after arrival in Rio 
are subject to further delay before they reach the unloading tracks 
of the Cooperativa Central dos Produtores de Leite. 


The following proposals, if carried out, would improve transpor- 
tation of fluid milk: (1) Adequate refrigerated railroad cars should 
be provided, using insulating material approved by the refrigera- 
tion engineering profession. These insulated cars could be cooled 
either by the South African overhead method or by placing ice 
directly on the cans of milk. Cars of high quality can be built 
in Brazil, thus causing no drain on exchange. (2) Milk trains 
should be moved more punctually, and the milk receiving and 
bottling stations should be required to publish monthly data on the 
extent to which milk trains are late. (3) The railroads should be 
permitted to charge a higher price for the hauling of the milk 
in order that they may have the funds to purchase and maintain 
the type of equipment suggested and to improve service. (4) Milk 
trains should be promptly switched to the milk pasteurization and 
bottling plants. (5) Speeding the present program of the National 
Department of Highways for the construction of soil stabilization 
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roads would permit the farmer to get the milk to the local receiving 
station in a shorter time. It is probable that if relatively prompt 
action is not taken on the railway recommendations of the Joint 
Brazil United States Commission, more milk will be transported 
by truck and more sold in dried form. 


Price control has operated to inhibit incentive at all stages of 
production and distribution. The Rio price (May 1954) of Cr 5.20 
per liter fixed by COFAP for milk delivered to homes provides an 
insufficient price incentive to the dairyman, to the local raw milk re- 
ceiving station and to the distribution and bottling plant. Of this 
Cr 5.20 the farmer receives Cr 2.80, the raw milk receiving station 
receives Cr 0.50, and the pasteurizing, bottling and distribution plant 
receives Cr 1.90. The spread of Cr 0.50 allowed to the local raw 
milk receiving station has remained unchanged for the last three 
years. During this period price increases have been granted to the 
dairyman and to the pasteurizing, bottling and distribution plants. 
This has created a squeeze on the receiving station. What the local 
raw milk receiving station has to do to earn the Cr 0.50 per liter is 
first to chill, then to filter (and in some local raw milk receiving sta- 
tions to pasteurize the milk as well) and finally to pay the freight 
on the milk to the pasteurizing, bottling and distribution center. The 
losses hereby incurred by the raw milk receiving stations, which 
are owned by the dairymen, are, of course, being paid by them. 


Milk prices should be released from COFAP (a specialized price 
control body independent of the Ministry of Agriculture) for the 
following reasons: (1) It is necessary to provide a price inducement 
to the farmer to increase production and improve quality through 
such practices as up-grading his dairy herds and using dry season 
feed such as ensilage, and to provide the capital necessary to im- 
prove sanitary practices. The urban population is increasing rapidly 
and production must rise. (2) It is necessary to give the local raw 
milk receiving stations enough margin to cover the cost of cooling 
the milk down to the requisite temperature and other services which 
they perform. These stations should serve as centers for teaching 
farmers better methods of producing and handling milk. (3) It is 
important that pasteurization, bottling and distribution plants have 
sufficient income to be able to finance the proper sanitary construc- 
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tion, equipment and maintenance of their plants. The present un- 
realistic control of prices merely creates unsanitary milk supplies 
from which the public has no escape. 


In localities where the milk producer organizations have a virtual 
monopoly on fluid milk distribution, as in Rio, licensing of milk 
handlers and supervision over prices charged the consumer could be 
in the hands of the Ministry of Agriculture. That Ministry knows 
the problems of increasing the production of milk and may be 
counted upon to protect the public from extortionate prices. It 
should be remembered, also, that the fluid milk cooperative in Rio, 
for example, is subject to increasing competition from dried milk. 
The liberation of prices would also promote competition between 
the cooperative in Rio and the independents operating in that 
market. There is no adequate reason why consumers should not 
be allowed to pay the higher price necessary to get Grade A milk 
produced. 


Further measures designed to remove transportation and price bot- 
tlenecks include the following measures: (1) All milk should be 
sold in bottles or cans which have been sealed in a manner that 
the consumer can readily detect a broken seal. (2) Milk should 
be pasteurized only once, at the point of bottling and distribution. 
(3) The national Rural Confederation and state rural organizations 
might well assume the responsibility for improving the practices of 
the local raw milk receiving stations. (4) It is recommended that 
the Federal Government grant subventions to the states for the crea- 
tion and operation of schools for milk technicians similar to the one 
now operating in the state of Minas Gerais. 


The new distribution center in Triagem (Rio de Janeiro) will 
have a daily bottling capacity of 500,000 bottles in the first stage, 
but there is expected a potential capacity of 1 million liters. For 
the opening, there is estimated a capacity of 300,000 liters (May 
1954, it was 70,000). This large plant is far from the most 
populous districts, and the transportation of bottled milk over a city 
covering as much area as Rio de Janeiro is very expensive (bottles 
and box weight). (5) It would be much more practicable to have 
several smaller bottling plants throughout the area, especially in 
the south zone of concentrated demand, and supply these smaller 
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bottling plants with milk conveyed in refrigerated tank trucks. These 
trucks are sanitary and keep milk in perfect condition at zero degrees 
Centigrade, and thus will deliver milk to the smaller bottling plants 
at minimum expense. Such decentralization will reduce the cost of 
distribution in bottles about 28% by avoiding hauling heavy bottles 
and boxes the great distances, which the tank trucks could cover at 
much less expense. 


Due to the justified public distrust of the purity of fresh milk, the 
inconvenience of obtaining it and the fact that most consumers do 
not have facilities for keeping it fresh in their homes, the use of 
powdered milk is rapidly increasing. Because of the growing im- 
portance of powdered milk as a dietary item, particularly for chil- 
dren, and its susceptibility to great variations in quality, it is recom- 
mended that some appropriate government agency formulate and 
enforce regulations governing the operation of factories making 
powdered milk. 


Because of the time and capital involved in the elimination of the 
bottleneck of transportation of fresh milk, it is felt that emphasis 
should be placed on the development of facilities to produce the more 
easily and cheaply transportable dried milk. This could be accom- 
plished by favorable exchange rates for importation of machinery 
of all types for drying milk, until such time as adequate Brazilian 
made milk-drying machinery is available. Stepping up the con- 
sumption of powdered milk has the further important advantage 
of capitalizing on the seasonal character of the raw milk supply. 
Importation and sale of powdered milk below cost by government 
agencies is of doubtful value. The development of a financially 
strong and expanding domestic milk drying industry will be retarded 
if government agencies continue to import and sell powdered milk 
below cost. Furthermore, the price behavior of this industry has not 
been such as to justify this treatment. A case can be made, in view 
of the importance of milk in child nutrition, for no tariff protection 
for dried milk and even a preferred rate in buying foreign exchange. 


Beef... 


Brazil is the second greatest beef-raising country of the world. 
It could be the greatest and its meat industry could earn foreign 
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exchange equal to that of coffee. Its ranges grazed in 1954 some 
56 million head of beef cattle, equal to the human population. The 
number of cattle has increased by 22 per cent during the last five 
years. It has increased nearly 37 per cent over the 1936-40 average 
despite the widely held but false impression that herds were alarm- 
ingly depleted during the years of heavy killing and export of beef 
to the Allies during World War II. It was this heavy killing in 
certain coastal areas which brought about the presently unnecessary 
restrictions regarding the number of animals which may be 
slaughtered. 


British and North American interests, with three strong Brazilian 
firms, controlled the meat packing industry in years of great de- 
mand during the war and may have been guilty of practices which 
now appear inexcusable. They may have earned the antagonism that 
developed. Their practices may have drawn too heavily upon cattle 
in territories nearest the ports, although annual statistics on the size 
of herds do not support that charge. 


All of that is no longer pertinent because (1) the packing plants 
are no longer foreign controlled but are owned by Brazilian S/A’s 
subject to Brazilian law with a majority of stock ownership there, and 
because (2) all the cattle reaching maturity are not being utilized. 
On the other hand, large meat packing firms in the South are cur- 
tailing their meat production and going into fruit and vegetable 
canning because of federal restrictions on the number of animals 
that may be slaughtered. There are 56 million cattle with the annual 
kill averaging only 6 million or 10.7 per cent. The comparable 
percentage for the year 1949 in the United States is 37 per cent. 
Cattle mature less rapidly in the tropics but the difference is very 
much less than the above percentages indicate. 


The regulation of production has taken the form of limitations 
on the amount of cattle which can be slaughtered in each state and 
ceilings on the amount of meat which slaughterhouses are allowed 
to process. Some sections of Brazil, particularly in the Northeast, 
are definitely short of beef and beef products, yet the slaughter- 
houses which could supply them are severely restricted to an arbitrary 
24 per cent of the beef which may be processed (canned or smoked 
or dried) into forms which could be shipped to those areas without 
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fear of spoilage. There was a reason for federal regulation during 
the war years of excessive foreign demand. Such foreign demand 
no longer exists. 


Brazilian meat processors may be divided into three principal 
groups: (A) Large well-established plants, many formerly having 
foreign connections. (B) Some good plants but also many others 
operated with the primary objective of quick profits, whose licenses 
and quotas are frequently obtained through influence, and who 
through influence escape restrictions imposed on large plants. These 
two groups are allocated 60 per cent of the animals for slaughter. 
(C) Another group of small butchers and slaughterhouses receives 
40 per cent of the cattle with no supervision. 


Group A constitutes by far the largest capacity in Brazil. Even 
without the new state packinghouses, it could process all the meat 
required for Brazil as well as supply an export market. Its members 
have well-established plants, adequate machinery and up-to-date 
technical knowledge. Theirs are highly integrated plants which can 
convert all slaughterhouse by-products into valuable marketable 
items, including chicken and dairy foods, glues, gelatins and blood 
intermediates for pharmaceutical purposes. 


Plants in Group B are smaller, higher cost plants than those in 
Group A, but are in such stages of development and operate at such 
widely differing degrees of efficiency that it is impossible to evaluate 
their utility as a group. The small butchers and slaughterhouses to 
which 40 per cent of cattle are directed are wasteful in their slaugh- 
tering operations, which are unsanitary and badly maintained, and 
their by-products are lost to the country, because the blood is not 
used and the trim and waste are not going into tankage for the 
manufacture of needed products. 


Despite the rapid growth of the cattle population and despite the 
availability of better breeding stock, there has been no general 
improvement in quality. The bulk of the beef animals offered for 
slaughter are of the poorest grade, known in the packing industry 
as “canners and cutters.” Bettering of breeds by cattle raisers re- 
quires the incentive of a discriminating scale of prices with higher 
prices for good beef animals. Good grades are not now generally 
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available, because the lower-grade bulls and the higher-grade breed- 
ing stock range together with the result that there is no up-grading. 


The lack of high-grade beef animals is a great handicap, which 
must be overcome if export markets are to be secured, but even 
the available low-grade animals suffer destructive handling between 
the range and the packer. This lowers quality, reduces weight and 
results in a meat that is dry, poorly flavored when used fresh and fit 
only for by-products such as sausage and canned meats and standard 
grades of corned beef. The cruelty and irresponsibility permitted 
in the driving and transporting of cattle to market is inexcusable and 
should be stopped. 


Under present conditions there is insufficient opportunity for meat 
packers to get adequate return on high-quality products. This is 
partly due to remnants of price control and quota regulations, 
coupled with the fact that the larger plants observe the laws whereas 
many of the smaller plants do not. The industry must be enabled 
to operate more economically and to turn out both higher quality 
beef to sell at high prices and more standard grades at standard 
prices. This would be to the best interest of the industry, breeders 
and fatteners of cattle, and the consumers of beef. 


Particularly in the food industry, profits and the stability of the 
business come from the highest quality merchandise. Standard mer- 
chandise has the lowest of all prices and profit margins, being the 
most competitive. With the type and quality of raw material now 
available, it would be impossible for the Brazilian meat industry 
to compete in quality on the world market. Improvement of the 
income of cattle raisers is of primary importance in changing this 
situation. In order to accomplish this a number of comprehensive 
recommendations can be made: (1) Federal limitations on what may 
be slaughtered in each state should be ended. (2) Packers should 
be permitted to purchase cattle at will. (3) Price regulations com- 
pletely covering live cattle, including any attempt to regulate prices 
of breeders and fatteners should be brought to an end. Since May, 
1954, price regulations have been somewhat relaxed, but not alto- 
gether abolished. (4) Regulations as to the amount of meat which 
packing houses are allowed to process should be cancelled. This, 
combined with the packer’s ability to procure needed supply of ani- 
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mals for slaughter will enable him to utilize only the proper parts 
of his beef supply for processing. These measures together will 
encourage breeders to improve their stock in order to receive higher 
prices for better grades of meat animals. It will give them higher 
returns through increased sale of their ordinary stock. It will allow 
the established packing houses, some of which are working at 
10 per cent of capacity, to increase their activities, and to provide 
more and better meat. Higher prices thus realized by breeders and 
fatteners for choice steers plus the greater sale of ordinary animals 
will provide the income needed for fighting endemic diseases, 
improving pasturage and providing healthy types and breeds of 
good meat animals. If purchase of cattle from the ranges were 
on a free competitive basis the small butcher, who now wastes 
his by-products, would be penalized for his waste of this valuable 
resource. (5) Adequate staging areas for cattle drives should be 
provided. This is particularly important in Mato Grosso where 
transport facilities are inadequate. By seeding proper pasturage 
grasses at logical points this can be accomplished immediately, as 
large areas of pasturage grasses can be planted and ready for use 
in one year. This applies to stands of gordura and colonial grasses 
particularly. Self policing within the industry, perhaps a Meat 
Institute might be the best means of keeping the owners of such 
staging area pasturage from charging too much for the use of 
their facilities. It is further suggested that Government aid and 
encouragement be extended to this end by immediately dissemi- 
nating information as to the types and varieties of grasses adaptable 
to the climatic and soil conditions which obtain in the several 
cattle breeding areas, and in the staging areas between the cattle 
breeders and the market. (6) It is strongly recommended that 
strict licensing of new packing plants be imposed. The installed 
slaughtering capacity of the country already is far beyond the 
animal supply now permitted. More packing plants are not needed 
except in certain cattle-raising areas with difficult transportation 
problems. Widespread new construction is not considered sound 
or necessary. Locations need to be carefully planned in conjunc- 
tion with the proper state authorities, to insure that transport 
facilities, cattle availability, and above all the real necessity for such 
a new unit shall dictate the granting of a license. The Joint Brazil 
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United States Commission (1952-1953) showed its basic agreement 
with this position by concentrating on the improvement of trans- 
portation in Brazil. Wéith adequate transportation and freedom 
from Government controls, plants best equipped and best located 
to serve the country will survive. (7) In order to facilitate any 
of the recommended reforms in the industry, it will be necessary to 
expose as fallacious the propaganda that there is a shortage of 
beef cattle in Brazil. 


If these changes are implemented, Brazil can probably become 
the world’s largest exporter of fresh meats and processed meat 
products, bigger than Argentina was in the years of its greatest 
prosperity. Export markets would greatly increase the cash income 
of farmers, cattle growers, fatteners, packers and hundreds of 
thousands of skilled workers required in all stages of production, 
transportation, processing and refrigeration. As a high value food, 
meat can afford to pay its way and conduct its business energetically. 
Overseas export of fresh rigidly frozen meat, and the many meat 
products which are capable of being transported and distributed at 
normal temperatures, can be built up to produce as much foreign 
exchange as coffee. A world promotion bureau similar to that for 
coffee could help in expanding the demand for Brazilian beef. 
Meat is the kind of export whose supply is continuous and self- 
renewing. Unlike minerals or petroleum, its extraction does not 
deplete the nation’s natural resources; on the contrary, given proper 
management of pasturage, it can be the means of bringing up the 
nation’s soil resources. 


New Packing Plants... 


In the state of Minas Gerais a big new packing house is being 
built near Belo Horizonte, and new highways are under construc- 
tion throughout the state. There is a modern plant in the state 
of Mato Grosso, at Campo Grande, capacity 500 cattle daily, with 
another planned for Corumba. These are unique because they have 
been built without Federal financing. Under transport conditions 
which exist in Mato Grosso modern packing plants are needed. A 
railroad serves both Corumba and Campo Grande in this state. 
If it were operated efficiently the two packing plants could be 
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provided with a fleet of their own Brazilian built refrigerated cars, 
and the two plants could add 2,500 halves of beef daily to the 
supply reaching the big city markets. Another 7,500 to 10,000 
halves will come from Belo Horizonte. 


These modern plants at the sources of supply could substantially 
help in supplying the Northeast and some of the biggest cities in 
the Southeast. This could enable the existing packing plants in 
Sao Paulo, Porte Alegre and Rio Grande to process part of the beef 
they buy for the overseas export market for which they are well 
equipped. In addition to packing plants already built and operating 
in the South, there is need for a similar plant at one of the Northeast 
ports to process the cattle which could be raised in great numbers 
in the Northeast if markets were available. Before permitting the 
export of unprocessed beef the government should establish export 
grades and strictly supervise them for the protection of the good 
reputation of Brazilian products. 


Conclusions... 


The preceding discussion has sought to show that Brazil has 
sufficient resources to adequately supply domestic meat and milk 
requirements and have a surplus for exports. Furthermore gov- 
ernment and price and production regulation decrease supply and 
will in the long run force even the legal price upward. The thesis 
that farmers and stockmen will produce more under sympathetic 
treatment has received confirmation from recently published con- 
clusions of Rostow, that the Achilles heel of Communism is its 
failure to get the consent of its farmers to its production goals. 
The officials of COFAP, however comprehensible their desire to 
help the urban consumer, have not understood the motivation of 
the farmer. Basically they have sought reliance on compulsion 
rather than education and example. The experience of the Nestle 
Company in securing ample raw material for the manufacture of 
powdered milk in Brazil is instructive. Their method of getting 
more and better milk has been to give the dairymen technical assist- 
ance, a price incentive and a guaranteed market. There is general 





oa Rostow, W. W., “Marx was a City Boy, or Why Communism May Fail,” 
Harper's Magazine, February 1955, pp. 25-30. 
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agreement that the method has succeeded. The product is excellent 
and the company is ready to expand its operations. Improvement 
of productivity and lowering of costs in the cattle industry is also 
dependent on more support for research and more adequate provi- 
sion for making the results of research available to the stockman or 
dairyman. The tempo of raising the level of agricultural productivity 
is also partly contingent on the level of education. The higher the 
level of education, other things being equal, the more likely the 
farmer is to understand and correctly apply the new techniques of 
production. However, experience in India and elsewhere indicates 
that solid progress in productivity may be achieved without waiting 
for the general level of education to rise. 


It is also necessary that the farmers, and others in the food indus- 
try, be willing to work for modest but stable returns. Speculative 
profits of 25 to 50 per cent per year are indefensible in the face 
of the need of the urban masses for food. Profits at such a level 
provide potent ammunition for the extremists typified by COFAP.’ 
High profit demands by owners of staging area pasturage, for 
example, could completely nullify any possible good effects of the 
recommendations on this point. Revision of Brazil’s land tenure 
system to give more encouragement to the owner operated farm is 
urgently needed. 


The level of real wages for the urban as well as the rural workers 
is low. While subsidies to producers to make possible lower prices 
to consumers would be more efficacious than COFAP price controls, 
the more desirable long term goal would be to raise the level of 
real wages so that the urban consumer can buy at a price which will 
give a reasonable profit to the farmer and stimulate him to maximum 
production. Consumer subsidies would be an inflationary factor. 
Raising real wages in turn depends not simply on more equitable 
distribution of income and the burden of taxation but also on aug- 
mented productivity per worker. This in turn depends on increasing 
real investment per capita which requires both domestic capital 
formation and imports of capital. 


2 See James, Preston E., “An Assessment of the Role of the Habitat as 
a Factor in Differential Economic Development,” American Economic Review, 
May 1951, p. 236. 
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This capital formation and importation should take place with 
the minimum of inflation. The chronic inflation is in part caused 
by the poor political management of the most recent Vargas admin- 
istration. Furthermore the need for importing the capital goods 
required for expansion in productivity has not been accompanied 
by sufficiently firm restriction of the importation of luxury con- 
sumption goods. The present middle of the road Joao Cafe Filho 
government is trying energetically and courageously to undo some 
of the mistakes of the previous administration, but it faces the elec- 
torate this October and it may be doubted, for example, if it could 
afford to risk reversing the Vargas policy on petroleum develop- 
mnt. Failure to allow foreign capital to share in petroleum explora- 
tion is costly. Too much Brazilian capital is going into urban real 
estate and too little into transportation and manufacturing. 


It has been stated that the Brazilians could produce enough meat 
and milk not only to amply supply their urban and rural populations 
but also to export beef, cheese and dried milk. Whether or not they 
do depends primarily on decisions of Brazilian policy makers and to 
a lesser extent on the aid of the rest of the free world. 


State Department Operations: 


The Rama Road 
By J. Fred Rippy« 


I 


The Rama Road, intended mainly to stabilize Nicaragua’s latest 
dictator and retain his friendship and that of his supporters for the 
United States, was planned and partly constructed as a war secret. 
Its existence was not revealed to members of Congress until 1946. 
The motives of its projectors and builders were not fully disclosed 
even a decade later, but the highway had ceased to be a mystery by 
1952, when Congress finally decided to authorize appropriations to 
extend it toward its destination. 


Senator Homer Ferguson, member of a special committee set up 
to investigate the national defense program, had his curiosity aroused 
in the summer of 1946 while inspecting the work of the Army Engi- 
neers and the United States Public Road Administration in Central 
America. Driving with his special assistant, George Meader, along 
the Inter-American Highway some 22 miles north of Managua, he 
spied a spur road running away toward the east. He asked a repre- 
sentative of the Public Roads Administration in Nicaragua some 
embarassing questions and obtained rather unsatisfactory, if not 
evasive, answers. He learned enough, however, to conclude that this 
spur was the work of the Public Roads Administration—or of Nic- 
araguans under its supervision—and that construction costs were 
being paid by the United States Treasury.’ 





* Professor of History, University of Chicago. 

1 Congressional Record, 82 Cong., 2 Sess., June 3, 1952, p. 6432. For the 
full record of this investigation, see Senate Special Committee Investigating 
the National Defense Program, 80 Cong., 1 Sess., Hearings: (1946-47): 
“Inter-American Highway,’ which will be cited hereinafter as Hearings: 
“Inter-American Highway.” Estimates of the length of the projected road 
have varied from 180 to 158 miles, suggesting that construction was started 
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hastily before a careful survey had been made. 
will not be known until its construction is completed. Apparently no de- 
tailed description of the terrain over which it is to run has ever been 


published. 
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Senator Ferguson. Explain the Rama Road. 

Mr. James. I don’t want to explain the Rama Road. 

Senator Ferguson. But I want you to. You are building 
it down there now. . . 

Mr. James: All right, Mr. Senator. So far as I know that 
was an allotment of defense funds by President Roosevelt. . . . 

Senator Ferguson. Do you know when this agreement was 
made to give this $4,000,000? .. . 

Mr. James. As I recall it, we must have gotten the money 
on the Rama Road early in 1942 and the circumstances were 
peculiar... . You remember when President Somoza came to 
the United States about . . . 1939 and was received by a mili- 
tary cortege... . At that time a commitment of some kind 
must have been made and the White House probably made it. 


Senator Ferguson. In other words, he wasn’t only received 
with military honors, but with monetary honors. . . . 

Mr. James. That is what I have in mind exactly, a com- 
mitment of some sort was made and I have been told that the 
State Department knows nothing about it and it is not pro- 
tocol, when the White House does not volunteer information, 


to be asked for the information. . . . The Rama Road starts 
from San Benito ...and extends to the town of Rama... 
at the head of navigation on the Escondido River. . . . San 


Benito to Rama is approximately 288 kilometers . . . 
Senator Mitchell. What is there at Rama? .. . It could be 
a seaport? 

Mr. James. It could be. . . . The interruption is at the 
bar at the entrance to the Bluefields Lagoon. .. . 





Ferguson and Meader soon returned to the United States, with 
the determination to shed more light on this mysterious highway. 
The first witness they examined on the subject was Edwin W. James 
of the Public Roads Administration, Inter-American Regional Office: 


Its exact length probably 
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Senator Ferguson. Do you know what it will cost to dredge 
that? 

Mr. James. I haven't any idea... . 

| Senator Ferguson. Were you ever consulted as to what it 
would cost to build that road? 

Mr. James. We were. . . . Our first estimate . . . was 

$2,000,000 because they asked us what it would cost to build 
a road to the ordinary standards that Nicaragua was ac- 
customed to build on her own account. .. . We envisaged an 
ordinary country road down there with water-bound macadam 
or gravel. Perhaps even a one-way road. . . . Before the 
matter was developed to the point where funds were made 
available we learned to our astonishment that somewhere a 
commitment was made to build a road to approximately the 


standards of the Inter-American Highway. .. . When they 
said that to us we protested . . . and we compromised on a 
highway narrower than the Inter-American. . . . The com- 


promise was with the officials of the State Department. . . . 
Mr. John Cabot and Mr. Phillip Bonsal. .. . 

Senator Ferguson. Now, maintenance is pretty heavy on 
that road.... 

Mr. James. It is pretty heavy on a road in a tropical 
country.” 


Another witness, a retired officer of the Army Engineers named 
| C. P. Gross, placed the road project in a longer perspective: 


Mr. Gross. ...I was down there from 1929 to 1931 on 

a ship-canal survey. Having been 2 years in Nicaragua on 

that survey, the recommendation was . . . a third set of locks at 
Panama. That disappointed the people of Nicaragua greatly. 

They apparently appealed to the State Department over those 
years [1931-1939], and there was some desire . . . to please 

them. A request was made from Mr. Somoza’s government 

for a survey of a barge canal, and I was sent down with a 

group to make a survey and a report. I was there some 3 

months and left a small party to complete certain field work. 





2 Hearings: “Inter-American Highway,” pp. 21212-21215. 
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. . . The estimate was so high and the commerce that it 
would develop so nebulous that it looked like money over 


the dam. . . . I made the recommendation that for the pur- 
poses they wished to achieve, to get their friendship, to do 
some good. . . . they could do far more by building a 


road, and I recommended the Rama Road. 


Senator Ferguson. Then, we were buying friendship by 
building the Rama Road. 


Mr. Gross. That was my recommendation... .° 


The mystery was beginning to dissolve. But Senator Ferguson 
could not convince himself that the President and the State Depart- 
ment of the United States had the right to use the money of American 
taxpayers to purchase the friendship of foreign countries. More- 
over, he doubted that friendship could be bought once for all time. 
Such policies might involve repeated outlays and a permanent drain 
on the Treasury. He therefore continued to probe. Calling a third 
witness, a diplomat named John Cabot, recent chief of the State 
Department’s Caribbean and Central American Affairs Division, 
Ferguson asked him what the Rama Road had to “do with the 
military emergency” and what legal obligation the State Depart- 
ment had assumed in respect to this highway. Cabot’s testimony 
did not completely satisfy Ferguson, but it banished some of the 
clouds that had concealed the origin of the road project: 


Mr. Cabot. In 1916, the so-called Bryan-Chamorro 
Treaty was signed [ratified], by which we . . . had a perma- 
nent option to build a canal across Nicaragua and had cer- 
tain other considerations given us, and we paid them . . 
three million dollars... . 


In 1938, President Somoza began to complain that . . . we 
had this permanent option on what was probably the most 
valuable asset which Nicaragua possessed, but we hadn't 
used it, and, in effect, we were blocking the development 
of Nicaragua by our failure to do anything about it. 





3 [bid., pp. 21363-21364. 





RAMA ROAD 2 


There was a certain amount of equity in that, and when 
Somoza came to Washington in 1939, he took the matter up 
with President Roosevelt. . . . 


It was agreed and published at the time* that a survey 
would be made by the United States Engineers of the pos- 
sibility of a barge canal... . 


When the army estimate came in, it . . . was thirty-five or 
forty million dollars, and obviously . . . the usage of the 
{barge} canal would not justify such an expenditure. 

. .. There seems to have been some slight misunderstand- 
ing as to exactly what was said between President Roosevelt 
and President Somoza. Somoza had publicly declared in Nica- 
ragua that President Roosevelt said there would be a barge 
canal built.° 


Here, then, was one of those executive agreements—or disagree- 
ments. Whether the compact was oral or written, Ferguson did 
not inquire; and the cautious Cabot answered no questions that were 
not asked. Noting, however, that James of the Public Roads Admin- 
istration had attempted to shift responsibility for the decision to 
build an expensive highway to the State Department, Cabot sought 
to fix the blame on that powerful Federal bureau. Asked to state 
when the decision was reached to appease Somoza by constructing 
the highway, Cabot handed the investigators two ‘‘classified” docu- 
ments: a letter by Assistant Secretary of State G. Howland Shaw, 
dated May 28, 1942, to Budget Director Harold D. Smith and a long 
enclosure which revealed that the Public Roads Administration 
had recommended this type of highway and presented several argu- 
ments in support of the project. Shaw, accepting the advice of the 
highway engineers, had requested a total of $4,555,000 from the 
President's Emergency Fund, stating that $4,500,000 would be 
expended on the Rama Road and $55,000 would be required to 
pay the cost of a survey from Rama, the eastern terminus of the 
projected highway to El Bluff on the Caribbean Sea. He had 


4 Cabot said that a joint communique was issued, and The New York Times, 
May 4, 7, 23, and 26, 1939, seems to corroborate his assertion. 
° Hearings: “Inter-American Highway,” pp. 21418-21419, 21424-21429. 











22 INTER-AMERICAN ECONOMIC AFFAIRS 


remarked further that the highway would be surveyed and con- 
structed by the Public Roads Administration, or under its supervision, 
with State Department collaboration. But the final sentence of 
Shaw’s letter did not suggest any great emergency that might be 
served by the road. “It is estimated,” wrote Shaw, “that the con- 
struction of the highway will require approximately 4 years, and it 
will therefore be necessary to continue the unexpended balances 
available from year to year until the highway is completed.’ 


Neither this letter nor the memorandum that accompanied it 
quoted any official documents that constituted a firm commitment 
to construct the road. The memorandum stated, however, that 
Roosevelt and Somoza had exchanged letters which had obligated 
the United States to make a barge-canal survey and suggested that 
the State Department had assumed certain obligations beyond that. 
The State Department's version of what had occurred between May 
1939 and May 1942 was as follows: 


In May of 1939 when President Somoza of Nicaragua 
visited Washington he had certain conversations with the 
President of the United States about the desirability of link- 
ing the east and west coast regions of Nicaragua. As a 
result of these conversations letters were exchanged on May 
22, 1939, in accordance with which this Government under- 
took the survey of a canalization and highway project to 
link the eastern and western regions of Nicaragua. The 
surveys of the barge or light draft canal project led to the 
conclusion that the benefits to be derived would not be 
commensurate with the cost, which was estimated at about 
$30,000,000. However, in view of the commitment of the 
United States to cooperate in a practical manner in the 
establishment of communications between the two sections 
of Nicaragua, it now appears that in the opinion both 
of Nicaraguan Government and of the Department the co- 
operation in question could be best rendered through the 
construction of a road. Such a road would branch off from 
the construction of a road. Such a road would branch off 
from the Inter-American Highway at a point known as San 





6 Ibid., p. 21775. 
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Benito, about 22 miles north of Managua, and would pro- 
ceed in an easterly direction toward the river port of Rama. 
The length . . . would be about 172 miles (270 Km.). From 
Rama to El Bluff on the Atlantic Ocean, there is a distance 
of 60 miles which is navigable for vessels with less than 
12 feet draught, so that barge communication is entirely 
feasible.’ 


A definite obligation is thus asserted, but who made the com- 
mitment? Was it contained in this exchange of letters by the two 
chief executives? Was it embodied in a letter written by the Secre- 
tary of State? The State Department was not yet ready to make 
a full disclosure. It appears, however, that some high official, 
or officials, had assumed an obligation that would eventually cost 
taxpayers of the United States at least $12 million, perhaps con- 
siderably more. 


For what purpose? The enclosed memorandum was careful to 
assert a military objective: “It has been indicated by the War 
Department that this road would have a very definite military 
value in relation to hemisphere defense.’ But it is hard to take 
this assertion seriously. It seems to be merely a necessary justifica- 
tion for an allotment from Roosevelt's Emergency Fund. A road 
to be completed in no less than four years and to be reached when 
finished by no other means than barges on 60 miles of a muddy 
river in a rainy tropical jungle could not have been planned to serve 
any pressing military purpose. The long quotations from the Public 
Roads Administration included in the memorandum indicate that 
the main objectives were to stabilize the political situation in Nica- 
ragua by supporting Somoza,* to confirm the friendship of the 
dictator and his associates, to promote the economic development 
of the country, and to expand its trade with the United States. 


Work on the highway had gone forward slowly. The executive 
allotment had been reduced to an even $4 million. Surveys by the 
Public Roads Administration had not begun until near the end of 





1 [bid., p. 21776. 
8 “Practically every political disturbance . . . in recent years has originated 
on the eastern coast, which has been out of touch with the rest of the country. 
For purposes of internal policing this road will have considerable value.” 
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the year 1942 and construction was not initiated until several weeks 
later. The western half of the route traversed a region of alter- 
nating drought and flood. Annual precipitation in the eastern 
section ran from 100 to 250 inches. Efficient work was possible 
only during the dry seasons and there were almost no dry seasons 
in the major part of this eastern area. With the highway hardly 
half finished, construction stopped in June, 1948. The funds had 
been exhausted. If the highway was to be completed, its pro- 
moters would have to request appropriations from Congress. 
Somoza would never finance it as long as he could hope for further 
aid from the United States. The Public Roads Administration’s 
estimate for its completion was $8 million.° 


II 


Promoters of the Rama Road asked Congress for no appropriations 
in 1947 or 1948. It was a period when the Truman Doctrine was 
being promulgated, when Greece and Turkey and France and Italy 
were demanding financial assistance, and when the Marshall Plan 
was being adopted for all Western Europe. Moreover, the Republi- 
cans were in control of the national legislature. It was clear that 
this was no time to ask for money to complete a road through the 
tall rain-forests and thick jungles of Nicaragua. Even after Truman 
was elected in 1948 and the Democrats regained control on Capitol 
Hill, it proved impossible to push the request for an appropriation 
through the committees to the floors of the two chambers. This 
was tried in vain in 1949.*° Moreover, another effort in 1950 fell 
short of success, even though the promoters brought their influence 
to bear on the Senate Committee on Public Works, headed by Dennis 
Chavez, always an enthusiast for highways and always eager to 
assist the Latin Americans. The bill dealing with Federal aid for 
highways and containing a section authorizing $8 million to finish 
the Rama Road reached the floor of the Senate; but the item had 
little support other than that given by Chavez and was stricken 


® For the condition of the road in 1948, see the source cited in note 18, 
below. 

19 Senate Subcommittee of the Committee on Public Works, 81 Cong., 2 
Sess., Hearings (1950): “Federal Aid Highway Act of 1950,” p. 451. 





RAMA ROAD 25 


from the bill on motion by Senator Ferguson, who scolded Somoza 
for forcing the building of a spur road to his plantation, denounced 
Nicaraguans for stealing road materials, and berated the New Deal 
and the Fair Deal for extravagance all around the world.” 


The State Department, however, in this second effort to obtain 
an appropriation for the Rama Road, threw further light on the 
secret project. The Assistant Secretary of State for Inter-American 
Affairs, Edward G. Miller, flourished a $12 million letter written 
by Sumner Welles to the Nicaraguan Minister of Foreign Affairs 
under date of April 8, 1942, and signed as Acting Secretary of 
State. Here, at last, was a definite commitment, provided that 
Congress could be committed by a document transmitted without 
previous consultation, for Welles said: 


With reference to conversations which Your Excellency 
has held with officials of this Government and to conversa- 
tions held by His Excellency President Somoza during his visit 
to Washington in 1939, I have the honor to inform you that 
careful and sympathetic consideration has been given by the 
appropriate officials of this Government to the matter of 
developing communications between the eastern and the 
western sections of Nicaragua. In this connection, I refer 
particularly to the Nicaraguan Legation’s memoranda of No- 
vember 30, 1939, and August 10, 1940, and to the exchanges 
of views with regard to the possible canalization of the San 
Juan River. 


I regret to inform Your Excellency that these studies have 
clearly shown that the construction of the proposed barge 
canal is economically impracticable and that, therefore, I 





11 Congressional Record, 81 Cong., 2 Sess., August 22, 1950, p. 1298. 
“This is the way money is being spent . . . on boondoggling,” declared 
Ferguson, “and this amount should not be expended, not one dollar of it.” 

Ferguson had observed in the course of his earlier investigation that gravel 
“piled up . . . to surface the road . . . was disappearing.’ Paid for by the 
United States, “it was being taken by the Nicaraguan Government for an- 
other project.” ‘Suppose they pad their pay rolls, which we understand 
they continually try to do?”’ “Suppose inflation increases all the costs, are 
we going to pay that?” (Hearings: “Inter-American Highway,” pp. 21431- 
21432.) 
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consider the project to be one to which the two Governments 
will wish to give no further consideration. However, my 
Government is fully aware of the importance of linking the 
east coast regions of Nicaragua with the regions of the in- 
terior and the Pacific coast. The matter is one which has been 
frequently discussed by representatives of our two Govern- 
ments. It has now been agreed that the most promising 
method of achieving the objective would be the construction 
of a road from San Benito on the Inter-American Highway 
north of Managua to Rama on the Escondido River, from 
which point river communication to El Bluff and Bluefields 
on the Atlantic is available. 


It is the opinion of my Government that the existence of 
the road mentioned would have, under present circumstances, 
a very important bearing upon the defense of the hemisphere. 
Therefore, taking into account the spirit of the communica- 
tions which were exchanged on May 22, 1939, between Presi- 
dent Somoza of Nicaragua and President Roosevelt of the 
United States, my Government is willing, at its own expense, 
to carry out the following: 


(a) The construction of a highway between San Benito 
and Rama. 


(b) The survey and recommendation of a route of a high- 
way from Rama to El Bluff; the construction and financing of 
such a road being a matter for the decision of the Nicaraguan 
Government, in the light of the survey, and no obligation in 
regard thereto being contemplated by this Government.” 


The letter went on to suggest that both the survey and the con- 
struction should be carried out in agreement with the Public Roads 
Administration of the United States. Moreover, Welles added a 
note of caution: ‘The construction of the road from San Benito to 
Rama and the survey from Rama to El Bluff will, in the opinion 
of my Government, constitute a complete execution by my Govern- 
ment of any obligation which it may have incurred particularly 


12 Senate Subcommittee of the Committee on Public Works, Hearings as 
cited in note 9, above, p. 282. 
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under numbered paragraph I of the aforesaid exchange of letters 
of May 22, 1939.” Welles evidently hoped to settle the problem 
of the canal option definitely. But would this be the result? A 
payment of $3 million in 1916; now another $12 million or more; 
what next and when? 


Perhaps the release of other secret documents in somewhat calmer 
days might induce legislators to appropriate funds which they had 
refused to vote in 1950 so near the beginning of the distressing 
“police action” in Korea. At any rate, a procedural precedent had 
been set. Authorization for money for the Rama Road had been 
sought through the Senate committee that dealt with Federal aid 
for highways in the United States, appropriations for which were 
authorized for two years at a time. Preparations were now made 
to persuade Congress to concede in 1952 what it had refused to 
authorize in 1950, “‘Justifications” were industriously compiled; and, 
even more, the State Department decided to reveal two additional 
documents calculated to increase Congressional sense of obligation 
to Nicaragua. They were significant documents, none other than the 
Roosevelt-Somoza exchange of letters of May 22, 1939, so tantaliz- 
ingly alluded to in previous years. After a decade, the Rama Road 
mystery was about to be solved."* 


Somoza made the following appeal to FDR: 

Adequate transportation facilities are a prime requisite 
to the development of the production and trade of a nation. 
It is the opinion of the Government of Nicaragua that it 
is of paramount importance to link together the productive 
regions of the east coast of Nicaragua with the more densely 
populated productive regions of the interior and the Pacific 
coast and to provide a more direct channel of communica- 
tion between Nicaragua and the United States. This objective 
could effectively be attained by canalization of the San Juan 
River for vessels of moderate draft, and, if possible, by a 
complementary waterway from Lake Nicaragua to the Pacific. 


13 These letters were published in the Hearings (1952) of the Senate Sub- 
committee of the Committee on Public Works at page 371. The Hearings 
are entitled “Federal Aid Highway Act of 1952” (82 Cong., 2 Sess.). The 
Somoza letter is admittedly incomplete, and this may also be true of the 
Roosevelt letter. 
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I desire to inquire whether the assistance of the Government 
of the United States might be extended to assist my Govern- 
ment in the realization of this project. Specifically, it would 
be necessary in any event as a first step to have precise sur- 
veys and estimates, and I am hopeful that it will be feasible 
for the Government of the United States to send engineers 
of the United States Engineer Corps for this purpose. 


Somoza thus asked for only a survey and an estimate, but one 
could find in the letter a possible hint that further help might later 
be expected. Roosevelt's reply seems to contain a somewhat more 
definite suggestion of assistance over and above a survey and an 
estimate. Note especially the last sentence in each of the two para- 
graphs of his letter: 

Regarding your suggestion for the canalization of the San 
Juan River for vessels of moderate draft, I have been pleased 
to instruct the United States Army Engineer Corps to make 
the necessary studies and surveys of a canalization and high- 
way project to link the eastern and western regions of Nica- 
ragua. I am impressed with the thought that such a project 
would greatly facilitate and expedite communications between 
your country and mine and, by opening new areas to the 
production of complementary noncompetitive products, would 
provide new bases for an increase in commerce between those 
areas and the United States. Moreover, it is obvious that, 
should the occasion arise, the existence of such a waterway 
would have a very important bearing upon the defense of 
the hemisphere. 

As soon as the necessary financial arrangements can be 
made in this country, a board of four officers of the Corps 
of Engineers, accompanied by an official of the United States 
Engineer Department and an officer of the Medical Corps, 
will be sent to Nicaragua. It is expected that the board would 
leave for Nicaragua next July and would be able to carry out 
the studies for the project within a few months. Upon the 
basis of their reports we can take such further action as 
seems in the common interest of our two countries.’ 


14 The word “highway” in the first sentence of this letter is a bit con- 
fusing. Did Roosevelt have in mind a highway westward from Lake 
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These and other documents were laid before Congress in 1952 
in a second request for $8 million to complete the Rama Road. 
Neither the members of the Senate nor those of the House seem to 
have given close attention to the most elaborate “justification” pre- 
sented by the State Department. This had been prepared by Capus 
M. Waynick several months before, while he was still ambassador 
to Nicaragua. A diplomat apparently in dire need of help, he 
wrote out a long plea for this appropriation: 


1. Nicaragua believes that she should trust absolutely a 
formal . . . commitment by our President and State Depart- 
ment. I believe it would be unwise to shatter this confidence. 


2. The President of Nicaragua . . . regards the road as a 
substitute for the canalization of the San Juan River . . . and 
he regards the whole undertaking as tied in with our con- 
tinuing canal rights. 


3. Despite our military occupation of Nicaragua some years 
ago, friendship for us has persisted there. Nicaragua de- 
clared war on our enemies in 1941 the day following our 
own declaration. .. . At a time when communism is infil- 
trating the Isthmus . . . it would be particularly unfortunate 
for us to destroy confidence there in the integrity of our 
executive pledges. 


4, Nicaragua is geographically central in the Isthmus be- 
tween Mexico and South America and a logical place, I 
believe, for an air base for defense of the Panama Canal 
and other strategic areas... . 


5. While I do not attempt to justify the building of the 
Rama Road for direct benefit of the United States, I do 





Nicaragua where it would connect with the projected barge canal or did 
he have in mind a highway as a substitute for the canal? C. P. Gross, who 
had charge of the canalization survey, does not say that he surveyed the 
Rama Road, but he does assert, as already noted, that he recommended the 
Rama Road. 

Roosevelt refers to the possible defense value of the waterway, but the 
waterway was not constructed. Welles refers to the defense value of the 
Rama Road, if it were in existence; but plans were not made to bring it into 
existence in less than four years. 
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believe that a system of roads .. . can be of great substantial 
value to the United States as they pave the way to... 
development of commerce . . . [and} dependable Pan- 
Americanism. . 


7. Our pledge to Nicaragua was not a specified sum 
of money to apply on the Rama Road. It was to build the 
road. I believe it should be honored in full, regardless of 
any differences of opinion as to whether greater caution 
should be observed in making such commitments without 
a saving clause... .”° 


The appropriation for the Rama Road was warmly debated in 
both houses of Congress in 1952. The leading antagonists were 
George Meader in the lower chamber and Homer Ferguson in the 
upper. The proponents did not obtain all they desired, but they 
got an authorization of $4 million for the biennium and later 
managed to secure appropriations of a million each year for fiscal 
1954 and fiscal 1955. Perhaps it will not be amiss to illustrate the 
arguments of 1952. 


Both Congressman George Meader and Senator Homer Ferguson 
asserted, in effect, that Roosevelt and Welles should not have ad- 
mitted any obligation to Nicaragua in connection with the canal 
option and that their executive agreements should have no weight 
with Congress.** Meader declared: 


The remarks about a treaty in the debate here have been 
misleading. Some who have spoken . . . have indicated that 


15 The entire memorandum, undated, but transmitted to Senator Chavez by 
the State Department on March 15, 1951, is printed at pp. 372-374 of the 
Hearings cited in note 13, above. Argument number 6 is omitted because it 
is long and because it would introduce misunderstanding regarding what was 
done about the extra loop in the Inter-American Highway that was made to 
accommodate Somoza’s plantation. This highway will not follow the loop, 
but Somoza has his road none the less, and the cost was $1.4 million! 
Waynick, a road enthusiast, was once at the head of the highway organiza- 
tion of the State of North Carolina, and was probably responsible for having 
Charles M. Upham, a famous highway engineer with Carolina experience, 
join in the effort to influence Congress. 

16 Neither Meader nor Ferguson was opposed to the financing by the 
United States of the much larger and far more expensive project known as the 
Inter-American Highway, although both were shocked by the extravagance 
and waste of the Army Engineers and others. 
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it is as a result of a treaty that the Rama Road is to be built, 
at a cost of $12,000,000. There is nothing of the kind. The 
1914 treaty [ratified in 1916} gave the United States an 
option to build the canal if it wanted to. 


Ferguson asserted: 


I find nothing which indicates that we owe any further 
money for the right to build the canal. We paid $3,000,000 
for the right in 1914 [1916}. We paid for the perpetual 
age... 

What I am trying to figure out today is how to accord fair 
play to American taxpayers. We are talking about fair play 
for everyone else, but when we suggest . . . fair play for the 
American taxpayer we are criticized for it... . 


Ferguson’s was one of the few expressions of sympathy for the 
harried taxpayers that was made during the debate. 


Several Congressmen spoke in favor of the measure. The main 
arguments were that pledges had been made and must be kept in 
order to avoid the loss of the confidence and friendship of the Latin 
Americans; that when the United States was spending billions 
elsewhere it ought not to object to an outlay of a few millions in 
the neighboring countries; that further expenditures must be made 
in order to prevent the jungle from swallowing the $4 million 
already spent; and that funds used to build highways would eventu- 
ally return profits. “Good roads,” declared Fred L. Crawford of 
Michigan, “bring people together and promote good will and peace 
and commerce.” The leading proponents in the Senate were Dennis 
Chavez and Spessard Holland, the one from New Mexico and the 
other from Florida. Chavez declared: 


I feel that if we asked for the right to build the canal and 
were given the right to build it, we obligated ourselves to 
build it... . I think . . . [the Rama Road} is a pretty 
good business proposition. . . . It would have cost $800,000,- 
000 to build that canal.” 


Holland stated his position very carefully: 


I claim that this obligation was undertaken by President 
Roosevelt to cause an abandonment on the part of Nicaragua 
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of its claim that we were obligated to dig the second canal, 
rather than being merely permitted to do so, as we con- 
tended. . . . Under the settlement made, our interpretation, 
rather than that of Nicaragua, prevails. We are not obli- 
gated to dig the canal, but we have the right to do so if we 
so elect.?’ 


Affirmative action by Congress in 1952 was conclusive. The 
Rama Road will eventually be completed, but not before 1960 or 
1961, unless more than a million is appropriated each year. Nor is 
there any assurance that $12 million will finish it. That figure is 
based on an estimate of 1948, and costs have a way of exceeding 
estimates. As of April, 1954, around 62 miles remained to be 
constructed, most of it running through a soggy rain forest where 
work could be done for only a few months each year, and bitu- 
minous surfacing had to be applied to the entire length of the high- 
way, then estimated to be 158 miles (a little shorter than had been 
anticipated in the early 1940’s).** It was still too early to appraise 
its economic and social influence in Nicaragua or its contribution 
to inter-American friendship and trade. 





17 On the interpretation of this canal treaty, the Bryan-Chamorro Treaty, 
I agree with Ferguson and Meader. The Nicaraguan negotiators of the 
period must have known very well that the United States was more interested 
in controlling a rival canal route than in constructing another expensive 
canal and that a further motive was the desire to supply Nicaragua with much 
needed revenues. See my Caribbean Danger Zone (New York, 1940), pp. 
180-181 and the sources cited. But consult also Thomas A. Bailey, “Interest 
in a Nicaragua Canal, 1903-1931,” in Hispanic American Historical Review, 
XVI (Feb., 1936), 2-28. Interest in the construction of a second canal 
developed in the United States to some extent during the decade following 
1929, and Anastasio Somoza, who seized the government of Nicaragua in 
1936, eagerly turned the course of events to his advantage, exerting pres- 
sure at a period of great crisis. 

18 Senate Subcommittee of the Committee on Appropriations, 83 Cong., 
2 Sess., Hearings (1954): “Commerce Department Appropriations, 1955,” 
pp. 670, 683-685. 








The Indian Laborer on 


Guatemalan Coffee Fincas 
By Elizabeth E. Hoyt* 


This paper presents certain findings of an unpublished study 
made in 1946-47 of socio-economic conditions affecting Indian 
workers on fifty selected coffee fincas of Guatemala and seeks to 
relate these findings to conditions in the highland villages. The 
fifty fincas were located in all the important coffee-producing areas 
in Guatemala. 


Forty-six of the fincas were in private ownership, mostly Guate- 
malan, although some of the owners were North Americans, British 
or other foreigners. Four were run by the Guatemalan govern- 
ment. (During the second world war the government took over 
a number of fincas owned by Germans, now known as “‘inter- 
vened”’ fincas. ) 


On only 19 of the fincas did owner reside; to four of the 
privately owned fincas he never came at all. 


The average size of the fincas of this study was about 4,500 acres; 
the largest covered over 50 square miles, the smallest about a 
third of a square mile. The proportion of finca area in coffee 
production was about one-fifth, varying in different departments 
in Guatemala, from nine per cent to forty per cent. Land not 
used for coffee might be forest, pasture, or, in some cases, unutilized. 


As the best coffee is produced in a relatively cool climate most 
of the fincas were not far from the highland homes of the Indians. 


* Professor of Economics, Iowa State College of Agriculture and Mechanic 
Arts. The field investigation was made and written up under the direction 
of Professor Hoyt by Miss Olive B. Thomas as a part of the work towards 
the degree of Doctor of Philosophy in Consumption Economics at Iowa 


State College. 
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Over twelve thousand permanent workers lived on the plantations 
covered by this study and over sixteen thousand temporary workers 
were employed also. These temporary workers on the fincas some- 
times come with their wives and children, sometimes without them; 
in the slack season they return to their highland homes. The 
manual labor of the fincas was almost exclusively Indians, the 
supervisory, clerical and professional labor almost exclusively 
Ladino. 


The original labor supply of the coffee fincas was built up 
largely by employer's agents who recruit workers; some of these 
agents live in Indian villages and so know the Indians well; they 
know which Indians are poor and which are in debt and so which 
would be most willing to try their fortunes as workers on a 
finca. Up to a few years ago there were also the so-called 
“vagrancy laws” of the Guatemalan Government, which required 
workers to prove that they had worked a certain number of days 
per year. The object of these laws was partly to secure a labor 
supply for the coffee fincas. Most of the plantation owners, or 
finqueros, interviewed in this study had some difficulty in getting 
an adequate labor supply. 


The social and economic organization of the fincas is often 
referred to as feudal, at least to the extent that the employer or his 
representatives usually furnish housing and some of the food of the 
workers; land for milpas or gardens is also provided on the finca, 
and perhaps space or pasturage for chickens and larger animals. 
By the sale of produce some workers augment their incomes. The 
employer in most cases also provides the education, the medical 
care, some of the recreational facilities and the churches. He also 
in some cases provides stores and markets or supervises their pro- 
vision. Many finqueros help their workers in illness or old age. 
At the time of this study the finquero assumed major responsibility 
for law and order, established rules for drinking and the sale of 
liquor, and often had a jail to which he could sentence offenders. 


But here the resemblance to feudalism ends. The workers are 
paid regular wages, by time or price, and not only do males earn 
but also women and children, the latter especially in the picking 
season. Out of these wages the workers buy their clothing, extra 


ire 
im 
ng 
tra 


THE INDIAN LABORER oe 


or special drink or food, household supplies and personal tools, 
and make contributions to church and fiestas. 


The social and cultural gulf between employer and workers on 
the coffee fincas is greater than the gulf that obtained in feudalism. 
In true feudalism master and people were at least of the same 
race, and the people were separated from their lords more by poverty 
than by deeply different cultural ideals. Furthermore, under feud- 
alism the people had a military as well as a strong moral obligation 
to their lord. Personal devotion of workers to employer or of 
employer to workers did not appear marked on the coffee fincas, 
though some the employers were benevolent. There was little 
precedent for an Indian worker to rise through his merit to a 
position of honor and trust. The total or partial absentee owner- 
ship which obtained on over half the fincas, contributes, of course 
to the continuation of the cultural gulf between owners and workers. 


The permanent workers on the coffee fincas usually lived in small 
houses, and over half of the nearly eight thousand houses on the 
fincas studied contained two rooms. The commonest size house in 
floor space was about 24 square yards (approximately 12 x 18 feet.) 
About one-fifth of the houses were of this size and few had less 
space; about thirty per cent were as large as 48 square yards (18 x 24 
feet). But three-fourths of the houses had separate buildings for 
kitchens, of which the most common size was 8 x 12. Ninety per 
cent of the houses were occupied by one family only; 200 of the 
houses sheltered three or more families. 


Temporary workers generally lived in galeras or barracks, some- 
times separated into rooms for each family, sometimes not. On 
some of the fincas permanent workers lived in barracks also. These 
barracks were usually unpainted wooden buildings of dreary 
appearance. 


On some of the fincas the houses were arranged rather close 
together in rows like a little village, called a rancheria, which 
might have alleys or streets at right angles; on other fincas the 
houses were scattered almost anywhere, not necessarily in close 
proximity. The rancheria type of plan keeps the workers more 
easily under the eye of the finquero and it usually affords quicker 
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access to a water supply. On the other hand some finqueros com- 
plained that workers were more likely to quarrel in the close 
quarters of a rancheria. Workers themselves often preferred to 
live in comparative isolation from others even though it meant 
carrying water for some distance. 


The most common type of house was of wood (forty per cent 
of all), and metal, chiefly corrugated iron or zinc, and tile were the 
most common roofing. The materials differed considerably by local- 
ity. Ninety per cent of the houses had earth floors. In the highland 
villages, where the workers build their own homes, a larger pro- 
portion of the houses are of less expensive construction, with thatched 
roofs. The employer obviously could afford a construction more 
expensive to begin with, but which would last longer. Forty-five 
per cent of the houses on the fincas had no windows. 


On twenty of the fincas toilets were provided, but they were used 
on only thirteen. Several others had once had toilets but the 
finquero removed them because of lack of use. 


There was great contrast in the attractiveness of the grounds 
and the neatness of the external appearance of the houses. Again, 
the finquero’s policy had much to do with this. Some finqueros 
insisted that everything be kept neat and garbage regularly dis- 
posed of. Some saw that grass was kept growing around the 
houses, others did not want grass. On some fincas the workers 
grow flowers. 


On one finca the owner was building a model house as an experi- 
ment in better housing. Living room and dining room were com- 
bined, there was a bedroom, and the kitchen was separated from 
dining room by a covered porch, so that the smoke from the open 
fire did not enter the other rooms. This model house had a tile 
roof, a cement floor and windows. 


The inside of the houses was usually smoke-blackened, and there 
is little point in painting or whitewashing because of the smoke. 
The most common article of furniture was a chest, approximately 
three feet long by two and one-half feet wide, with a depth of 
about two feet. The best clothes are kept in these chests and any 
other articles which are highly prized. The workers for the most 
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part slept on mats or petates made of vegetable fibres, and covered 
themselves with blankets, without pillows or sheets. A few rude 
chairs or tables were to be seen. In one corner of the house there 
was likely to be a shrine with a picture of some sacred person. 
Candles might be burned before this. Other pictures were rarely 
seen. The lighting of the houses on the fincas visited was a com- 
bination of candles and kerosene. Only one finca had electric light 
for all houses, though five had electricity for some. All cooking 
was done over an open fire. 


The basis of the food was corn, made into tortillas in the usual 
Indian fashion and eaten at every meal. Next in importance came 
black beans, which might be eaten once a day. Other vegetables 
included squash, onions and some for which English has no 
equivalent. Under the terms of the Labor Code workers are to 
be permitted to gather wild fruits (bananas, plantains, oranges, 
papayas) growing on the fincas, but it is not known to what extent 
these are significant in the diet. Very little milk was consumed, 
although on some fincas the finquero furnished a glass of milk a 
day to children in school. Eggs and meat were eaten chiefly on 
feast days. Even workers who had cows, pigs, and chickens were 
more likely to sell their products than to consume them in the daily 
course of events. Black coffee was commonly drunk, often in large 
quantities. 


There was little recreation of any formal sort, very little dancing 
or playing of games, even among school children. On thirty of the 
fifty fincas it was reported that the children played no games at 
all, though this was probably an exaggeration. The most favored 
recreation was music. On all but three of the fincas the workers 
had marimbas. In some cases they had constructed these from 
gourds, in other cases the finquero had furnished a large marimba 
or had contributed to its cost. On only ten of the farms were the 
workers reported to attend movies, and then only occasionally. 
One finquero showed movies every two weeks in an attempt to 
reduce drinking. On five of the farms the finquero provided a 
public radio; one finquero reported that he had formerly had a 
public radio but had discontinued it because it gave so much 
labor propaganda. 
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The great recreational institution, which served a religious pur- 
pose also, was the fiesta. In addition to smaller celebrations espe- 
cially at Easter time there was usually one big fiesta a year, called 
a fiesta of the finca, usually held at the close of harvest. Liquor 
could legally be sold at the feast of the finca. Workers from 
neighboring fincas were visitors. For the food and decorations of 
the fiestas collections were taken from everyone on the finca, and 
the finquero was supposed to contribute generously. A big fiesta 
might last three or four days. 


Almost all the fincas had churches built by the finquero, and these 
were almost always Roman Catholic. On a few fincas there were 
occasional visits by Protestant missionaries. The visit of the priest 
or minister was usually infrequent, however, and on at least 19 of 
the 50 fincas the priest came only once a year. When he came was 
the time for baptisms and marriages to celebrate unions that might 
previously have taken place. Legal or church marriage was not, 
however, regarded as essential for a responsible sexual union. Some 
Indians, in fact, were heard to say that when the authority of the 
church or law was brought to bear on a union there was a danger 
it would not be permanent; when the bond was one of mutual 
responsibility only, it was more likely to be taken seriously. In 
spite of the infrequency of church services the churches were gen- 
erally kept open and they were visited for private devotions. 


All the fincas except a few located near towns had schools; in 
fact schools be supplied by employers if not otherwise supplied 
were required under Guatemalan law. Two-thirds of the schools 
were of one room, and most went only through the third grade. 
Finqueros frequently reported that children did not like school and 
the percentage of children of school age in school varied from a 
low of two and one-half percent of one finca in Alta Verapaz to 
a high of two-thirds in the Department of San Marcos. On the finca 
with smallest attendance the teacher could speak only Spanish and 
the children only Quecche. The most common decoration of the 
schools, if such it could be called, were colored charts with rather 
grewsome representation of the interior of the human body. 


On half of the fincas included in this study the finqueros esti- 
mated the percentage of illiteracy to be 90 per cent or more. On 
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one farm where almost three thousand workers lived permanently 
there were only twenty who could read and write. At this time 
this study was made the Government had launched a literacy cam- 
paign and a few of the finqueros had started night schools for 
adults, but these on the whole did not appear very successful. For 
one thing, it was not clear to the workers how they could use their 
literacy once they had it. There were no libraries or reading rooms 
on the fincas visited. Magazines and newspapers were few. Nine 
fincas only reported that the workers were interested in newspapers. 
On one finca near Antigua the workers bought books, newspapers 
and agricultural magazines. 


Guatemalan law required that some medical care be fur- 
nished workers and their families by the employer, and the usual 
provision was a dispensary in charge of a layman, a Ladino, trained 
in first aid and in the use of medicaments for common aches and 
pains. On most fincas there were also visits, regular or irregular, 
by doctors of medicine. One-third of the fincas had infirmaries. 
Workers generally went to the dispensary when they had major 
cuts, sprains or broken bones, or were in severe pain: they were less 
likely to go for chronic ailments, or to return for treatments when 
pain was not pressing. Although the practice of medical shaman- 
ship was forbidden on the fincas there was no doubt but that it 
went on. The sweat bath for healing, an institution common in the 
highland villages, was rarely to be found on the fincas. 


The chief new material wants of the workers which had devel- 
oped during the last two or three generations did not appear very 
different from the new wants which had appeared in the highland 
villages; in other words, if finca life in itself was responsible for 
new material wants that fact was not generally striking. The con- 
sumption of sweets has increased, and inexpensive sweets com- 
mercially produced were for sale in stores or markets. Clothing was 
more commonly bought than formerly, and men’s felt hats and shoes 
were greatly desired luxury items, though most men wore hand- 
woven straw hats and sandals. The spinning and weaving of cloth 
had practically gone out; this, in fact, appeared to be less on the 
fincas than in the highland villages. With it had gone, or was 
going, the distinct municipio patterns of women’s dress. Shiny rayon, 
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in bright colors, was a favored fabric for women’s clothes sold in 
the markets. 


There was notably a demand for good tools, above all machetes. 
Some of the homes had sewing machines, a fact which seems sur- 
prising until it is known that a well-known company has intensively 
developed this market over many years. Eating and drinking uten- 
sils, however, were still largely the familiar types of native clay. 
The few fincas where imported utensils (enamel, aluminum and 
plastic) were seen were in the Department of Santa Rosa. In this 
department only there were storage cabinets for dishes. The intro- 
duction of new goods appeared to be due largely to proximity to 
towns and the chance enterprise of small traders; no finquero had 
a policy of interesting his workers in new goods which might 
be useful.* 


The commonest complaint which the finqueros made about their 
workers was that they drank too much. This was true especially 
on pay day, but the drunkenness might last for several days. Some 
of the drink they made themselves, some they bought even though 
the sale of liquor was illegal except at the feast of the finca. 
Workers when drunk were quarrelsome and often had to be jailed. 


In the old Indian culture of the villages drunkenness was not 
uncommon, especially at fiestas. Though it was not universally 
indulged in or approved, it was at least tolerated as a quick way 
to attain the joy that should be associated with a religious cele- 
bration. Some of the drunkenness on the fincas, however, appeared 
to have a different rationale from this. The writer thinks that 
two new factors may contribute to it. One is the new spending 
power for which new habits of life are not yet established, the 
other a disturbance of mental adjustment due to undigested social 
change.” 





1 Guatemalan law forbids employers of labor to sell to workers for profit. 
This law, which has the object of preventing exploitation, can also discour- 
age intelligent employers from introducing their workers to new and 
useful goods. 

2See Margaret Mead, ed., Cultural Patterns and Technical Change 

(Unesco) Paris, 1953, p. 291 et passim. 
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A number of excellent studies have been made of various 
aspects of life in the Indian highland villages and the writer visited 
a number of these villages. It is impossible with the available data 
to make statistical comparisons of the life of Indians on the fincas 
with their life in their native villages, but, in the opinion of the 
writer, finca life is not, as might be supposed, a clear step toward 
the Ladinization of the Indian. Such changes as have occurred are 
not necessarily due to Ladino influences as such. They may be due 
merely to the convenience of changing certain habits under new 
conditions of life or to the lack of availability of old sources of 
influence or supply.* Neither is finca life necessarily a move toward 
the acculturation of the Indian in what we regard as progressive 
western ways; in certain aspects of life the finca may hold the 
Indian back. A great deal has already been said, of course, to show 
that Indian life varies considerably from finca to finca. It is not 
unlikely that life from finca to finca varies more than life from 
village to village. But in spite of the variability of the fincas, the 
variability of the villages, and the complexity of the whole problem, 
certain observations are hazarded. These relate both to the ma- 
terially measurable factors affecting finca life and to the non-material 
factors in standards of living on the fincas. 


Money income and range of purchases 
made with money. 


To begin with the materially measurable factors, the money 
income at the disposal of the finca Indian is greater than the 
money income at the disposal of the highland-village Indian of 
the group or class from which he comes, if only for the reason that 
the finca Indian is always a wage-earner, while the income of the 
highland Indian may or may not come primarily through money in 
the first instance. Money income affords more opportunity for 
choice than does real income received in kind directly, but whether 
the actual range of goods and services bought by the finca Indian 
is greater than that used by the highland Indian depends on two 
factors other than money: motivation and markets. Opportunities 


8 Cf. John Gillin, “Parallel Cultures and the Inhibitions to Acculturation 
in a Guatemalan Community,” Social Forces 24 (1): 1-14 (October, 1945). 
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for buying were provided on nearly all the fincas, and sometimes the 
finca had a permanent store, carrying staples of standard quality. 
But the stores and markets of the fincas were in general much less 
colorful than the markets of the highland villages, especially the 
periodic markets, which serve purposes of recreation as well as of 
marketing. It is believed that the finca Indian may have more 
opportunity and ease in getting standard staples regularly, but that 
the highland-village Indian has more opportunity for want-stimula- 
tion, because of the more interesting displays of goods available 
to him. 


It is quite likely that the average housing of permanent (not 
temporary) workers on the fincas is somewhat better than the 
housing from which these Indians come in at least two material 
respects: (1) solidity and permanence of construction; (2) pro- 
vision of latrines (these were not necessarily used on the fincas, 
however). It appeared that there were also more windows in the 
houses of Indians on the fincas. It should be noted that housing 
both on the fincas and in the villages varies greatly according to 
materials available in the region, as well as to other causes. 


Food and nutrition. 


The Central American Institute of Nutrition has made studies 
in a number of villages in the highlands and on several fincas 
also, but these are not necessarily typical and the materials avail- 
able do not merit comparisons for our purpose as yet; future 
studies are expected to make this possible. It should be noted that 
on a number of fincas the finquero encouraged the use of milk and 
gave it to the children in school. On the other hand, it may be 
that increased money income tends to be spent for less nutritious 
foods than those formerly produced at home. (It is true, however, 
that most finca families have milpas.) A decline in nutrition with 
increased money income has been found to be the case among 
some Negro groups in the United States and in a study made 
in Mexico. 
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Clothing. 


The highland village Indian is more likely to wear home-woven 
garments, the costume of his municipio, and the finca Indian is 
more likely to wear shoes or sandals. 


Health. 


The finca Indian is more likely to seek the dispensary for the 
treatment of accidents, if only because the dispensary is more 
easily available. The employer obviously has a strong economic 
interest in the ability of his workers to work. Medical shamanship 
was forbidden on the fincas but some of it went on. 


Non-material factors in the standard of living. 


If the balance of material factors in the standard of living is, 
as it may be, slightly in favor of life on the fincas, the balance of 
non-material factors appears to the writer to weigh in the other 
direction. The reason is not simply that more of the old values 
are preserved in the highland villages; the writer hazards the 
opinion that the village offers a more sympathetic milieu for the 
introduction of modern change. Even when the finquero was most 
benevolent he generally did not catch the psychology of his workers. 
The workers on the fincas lived under a regimentation which might 
be beneficial to them in some respects, especially if they appreci- 
ated the reasons for it, but frequently they did not appear to under- 
stand the reasons, nor were they stimulated to make the most of 
such new opportunities as were offered. For example, the workers 
exhibited slight interest in the improvement of their homes, which, 
of course, belonged to the finquero. Almost all finqueros declared 
that there was a great deal of drunkenness among their workers, 
and this drunkenness was accompanied by much brawling and 
fighting. Drunkenness is common in the highland villages too, 
especially at fiestas, but if finqueros are to be believed it is a prob- 
lem on the fincas for every pay day. It is not unlikely that the 
close juxtaposition of workers’ houses on some of the fincas (closer 
than in the highland villages) and the abbreviated freedom of 
the fincas, which threw families of different origin closely together, 
tended to encourage both brawling and sex laxity. 
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As for religion, although every finca had an easily available 
church, and there was a place set apart for sacred picture or image 
in every home visited on the fincas, the churches were less deco- 
rated by the people and appeared less visited than those in the 
highland villages. ‘Saints’ houses’”—small private buildings dedi- 
cated to religious purposes—also were fewer on the fincas. 

In fine, it appears that the life of the finca Indian is more 
compartmentalized than that of the highland-village Indian to date. 
In the highland villages it is more difficult to draw the line between 
religion and recreation, between recreation and marketing, and 
between them all and health, especially mental health; also between 
them all and social responsibility and social participation. 

An approach to the problem of finca life from the point of view 
of modern economics would emphasize forces coming from three 
different directions to effect amelioration of Indian life. The first 
of these directions is from the employer. Coffee finqueros are 
often short in labor supply, and it would be supposed that compe- 
tition among them to secure a supply would result in major improve- 
ments of wages and working conditions. 

This does not appear to be significantly the case. Where wages 
and working conditions were best it did not appear to be due 
chiefly to the pressures of competition. It appeared to be due 
more likely to the pride of the employer in his establishment, his 
prosperity, his benevolence or his sense of social responsibility. In 
many respects the coffee industry was not well standardized, espe- 
cially in its dealings with its workers. The Government has a 
minimum wage law but it is difficult to put a money price on the 
value of the variety of services which a finquero may give. Day 
money wages varied enormously on the different fincas (from an 
average of 18 cents for adult males in the department that paid 
lowest to 39 cents in the department that paid highest) and even 
the task or box used in piece work was not the same task or box 
on all fincas. The condition of the worker’s housing ranged from 
superior to very poor. Services given by the finqueros varied im- 
mensely also. On some fincas the finquero regarded himself respon- 
sible for his workers’ sickness and old age, on others no such 
responsibility was recognized. Services were not necessarily least 
where wages were highest, or vice versa. 
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Nearly the only point in which it might be said that most 
finqueros were ‘‘standardized” was in their belief that their workers 
were very much like children who either would not grow up or 
could not grow up very fast. 


The second direction from which one would expect help in the 
finca situation is the government administration of the so-called 
intervened fincas, “fincas nacionales.” It has been pointed out 
that the Government of Guatemala runs a number of fincas, many of 
which were taken over from Germans at the beginning of the second 
world war. It would be expected that these fincas would be used 
to set an example of good economic and social administration, to 
the rest. 


Four of the fincas included in this study were intervened fincas. 
None of these were outstanding in setting an example, nor did the 
writer hear of any other intervened fincas which were regarded as 
a model to the industry. Much more striking and commonly com- 
mented on was the apparent deterioration of some fincas which the 
government had taken over. On one, for example, originally excel- 
lent buildings and equipment were in disrepair, trash was spilled 
about, and at nine o'clock in the morning the principal of the school 
was too intoxicated to stand. The condition of some of the inter- 
vened fincas was actually a scandal among well-informed Guate- 
maltecos, and specific criticism is found in the Annual Report of the 
Court and Control Office of Accounts for the fiscal year 1947-1948. 
The report of the International Bank made in 1950 comments un- 
favorably on the poor management of the national fincas.* 


The third force which one would expect to be driving toward 
improvement is, of course, that of the workers themselves, and here 
also conventional assumptions receive a jolt. Some efforts had 
been made by labor organizers to organize the finca workers into 
unions (syndicates) but little had come of it. This did not appear 
to be primarily because of the opposition of the finqueros, though 
that was present in some cases, but because the workers themselves 
did not understand what it meant and what they would gain by it, 





* International Bank for Reconstruction and Development, The Economic 
Development of Guatemala, Baltimore, 1951, pp. 36-37. 
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if anything. But the lack was deeper than failure to be interested 
in labor organizations. The Guatemalan Indian is a reserved per- 
son and is not given to expressing his desires to others. Making all 
due allowance for this, however, there appeared to be little indica- 
tion that the workers were anxious to change their lot or had any 
clear wishes in mind for changing it. They were much more likely 
to feel the danger of losing what was most precious in their past. 
The finca workers as a whole had not yet been touched by any 
strong desire to change their condition in any major way, and their 
vision of a potentially brighter future had not dawned on them. 


The First Instance of U.S. Foreign 
Aid: Venezuelan Relief in 1812 


By Harold A. Bierck, Jr.* 


On May 5, 1812, the United States Congress authorized the 
President to spend $50,000 for relief of the stricken people of 
Venezuela. This action was unprecedented and came at a time 
when our country was on the verge of war with Great Britain. 
A ninety-day embargo was in effect; and the Secretary of the 
Treasury was seeking an eleven million dollar loan to finance the 
war. The government's total income was $23,000,000 and expen- 
ditures ran $100,000 more, yet the Act for the Relief of the Citizens 
of Venezuela was passed unanimously.’ Seemingly motivated by 
compassion, the Congress reacted to a tragedy among a foreign 
people fighting for their independence and a republican form of 
government in a land rich in certain articles of trade. 


On March 26, 1812, the patriot-held areas in Venezuela were 
devastated by an earthquake.’ Caracas, the capital, and La Guayra, 
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the chief port city, among others, were largely reduced to rubble. 
Following a lengthy hot spell and with no warning other than the 
falling of tiles from the roofs, the quake struck on a Holy Thurs- 
day, at 4:07 p.m., shortly after Tenebrae services had gotten under 
way. For a period estimated from twenty to seventy-five seconds* 
the republican dominated areas were subjected to two shock waves 
followed by a thunderous noise and a rising dust that “enveloped 
the whole in the darkness of night.’"° From 8,000 to 20,000 were 
killed outright. Over 30,000 perished in the weeks that followed.’ 
Minor quakes continued for some days, culminating in another of 
major intensity on April 4.° By some strange quirk of nature those 
towns and areas which had remained loyal to Spain and King 
Ferdinand VII were untouched. Only the inhabitants of the patriot 
centers were afflicted by the March and April quakes. Whole gar- 
risons were killed; many churches became tombs for the faithful. 
One observer wrote: “Men were maimed and bruised; our finest 
youth crushed to death; streets, temples, houses, bridges, public edi- 
fices, all destroyed. Every form of wretchedness passed in tragic 
review. The doleful groans and lamentations of the dying, and of 
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persons imploring succor from beneath the ruins; horror depicted 
on every countenance; people abandoning their homes, their inter- 
ests and dearest objects of their care; flying in crowds to the neigh- 
boring mountains.”® “Some of those who escaped destruction,” 
described another survivor, ‘ran to and fro’, half frantic, calling 
heaven for mercy, whilst others, petrified with terror and amaze- 
ment, stood motionless, . . . . but what rendered it still more dismal, 
was the mournful howlings of the dogs and other animals, who 
rent the air with their cries.” The rigid class-caste structure of the 
colonial era, partially broken by promulgations of liberty and equal- 
ity, cracked still further. The outnumbered white population was 
no match for the black; nor did the latter show much pity. The 
Negroes looted homes and “even stripped the dead of their orna- 
ments, and . . . those who were buried up to the neck in the ruins 
... had the earrings dragged out of their ears, and were then left 
to the chance of somebody passing by, to extricate them.’*° Dysen- 
tery, fever, and famine took their toll, while some perished from 
the sulphureous vapors emitted from the gaps in the earth. Burial 
being virtually impossible, bodies were burned in huge funeral 
pyres." Only one recourse existed in the average mind—peace 
with God. 


Before the dust settled, the priests proclaimed the quake an act 
of God designed to punish those who sought to free themselves 
from their king and mother country. Secretly instructed by the 
archbishop, Narciso Coll y Prat, the bulk of the clergy in the 
afflicted areas canted that the Almighty had not touched the royalist 
controlled cities, but had vented his wrath solely on the strong- 
holds of republicanism on the anniversary of the expulsion of the 
royalist authorities in 1810."* Preying on superstitions, on the 
horrors of the disaster, and on the persistence of the minor and 
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almost daily tremors, the brothers of the cloth “made the people 
fancy that hell was opening to swallow them.’** They turned the 
country into a ‘vast camp” wherein the sinners indulged in a 
“religious frenzy.’** Such preaching had its effect. For weeks and 
months following the March vengeance of God, the populace did 
penance for their sins. “Some gravely . . . [walked} through the 
public streets with immense wooden crosses, . . . dressed in sack 
cloth;” others married their mistresses and some propertied men 
married their slaves “with whom they [had} illicit intercourse.’’** 
More than five hundred marriages, according to one account, were 
performed in two months.’® Public and private confession of sins 
was accompanied by disavowal of the republican cause on the part 
of many. Few dared, on that fateful day, to express themselves 
otherwise. Domingo Diaz, the most ardent royalist writer of the 
day, recorded, however, that he encountered Sim6én Bolivar, in his 
shirt sleeves, midst the ruins of the Church of San Jacinto. On 
sighting Diaz, the future liberator cried out: “If nature opposes 
us, we will fight against her, and compel her to obey us.’* Not- 
withstanding this attitude, prevalent only in the minds of the staunch 
patriot group, the will of the clergy was the moral victor of the 
moment. 


In vain did the republican government issue scientific explana- 
tions of nature’s convulsions. The archbishop, after considerable 
delay, contrived a pastoral letter that implied the people had sinned 
in supporting the cause of freedom, hence the government refused 
to sanction its circulation.’® Faced with insurmountable problems 
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born of the issuance of paper money, internal strife, collapse of the 
agricultural source of wealth due to the quake and civil war, 
general destruction of property, and widespread desertion to the 
royalist camp, the Congress granted General Francisco Miranda 
dictatorial powers in April, 1812, thereby ending Latin America’s 
first experience in republicanism of the federal variety.*° It was 
the people of that republic that the United States wished to aid in 
their time of peril. In December, 1811, Congress had officially 
expressed itself in sympathy with the patriot cause and the arrival 
of news concerning the Venezuelan earthquake was received in 
like manner. 


An American merchantman, direct from La Guayra, carried the 
first reports of the disaster to Baltimore on April 20.*° The 
public prints of that town and of many others rapidly spread the 
more gruesome details of 10,000 dead from the first shock, of the 
effort to bury bodies in the sea at La Guayra, and of the subsequent 
burnings on the beaches—“‘about forty at a time in one fire.” 
Letters from United States merchants and commercial agents resi- 
dent in Venezuela soon followed in the press, stressing the horrors 
of the tragedy. ‘When the first great shock occurred,” one corre- 
spondent wrote to a friend in Philadelphia, “I ran out of my house, 
and in my amazement, I turned round and beheld it rocking like a 
cradle . . .; the roaring of the earthquake, the screams of people, 
and the crashing . . . made the scene horrible beyond description.’ 





19 The general effects of the quake on the Independence movement are 
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Gerardo Patrullo, La Guayran merchant and agent for Hollins and 
McBlair and Company, regularly informed that Philadelphia house 
of the destruction in property and of the rapidly rising price of 
flour which Hollins and McBlair hastened to supply at rates in 
Venezuela of $16 a barrel in May, $24 in June, and two bags of 
coffee to one barrel of flour in July.** 

Among those deeply moved by the catastrophe were Alexander 
Scott, who, in April, 1812, was in Baltimore awaiting passage to 
Venezuela to fulfill his mission as Special Agent,** and Telésforo 
de Orea, Venezuelan representative to the United States. On April 
21, Scott—‘‘a man of considerable literary acquirements and strict 
integrity . . .”—wrote Secretary of State James Monroe recommend- 
ing a donation for the relief of the Venezuelan patriots and stress- 
ing that “Such an act of philanthropy, besides adding to the lustre 
of American character, would . . . be extremely grateful and 
popular with the government and people of that country.”** One 
week later Orea requested Monroe's intercession because he knew 
“the misfortunes of mankind cannot fail to make an impression on 
just and sensible beings.” In this initial foreign appeal to the United 
States, the Venezuelan agent reviewed the misery existing in his 
country and pleaded for a relaxation of the embargo “as far as the 
ports of Venezuela . . .” were concerned to enable the exportation 
of food stuffs and building materials. Orea was “intimately con- 
vinced” that Monroe, the President, and the Congress were “dis- 
posed to help.” He closed his request with these words: “Let also 
Providence never permit this country to undergo such a devastat- 
ing evil and let the peoples of South America be forever grateful 
for the unofficial and quick generosity of their brothers of the 
North.”” 
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Orea’s convictions proved correct. On April 29, Nathaniel Macon 
of North Carolina, in the House of Representatives, moved that the 
Committee of Commerce and Manufactures report a bill authorizing 
the President to purchase flour and to export same to Venezuela 
“for the use of the inhabitants who have suffered by the earth- 
quake.” In the debate which followed, John Randolph favored the 
resolution, doubting only the effectiveness of government aid, hence 
he moved to amend the resolution to permit any vessels that so 
wished to load with provisions and clear for Venezuela. John C. 
Calhoun, quick to sense the Virginian’s move to attack the adminis- 
tration’s policy respecting the embargo, “expressed his regret that 
this proposition to aid the cause of humanity could not be permitted 
to pass without the intermixture of party feelings...” He there- 
fore opposed Randolph’s amendment, which, in effect, would have 
repealed the embargo act. Randolph refused to withdraw his 
amendment, commenting “‘on the impatience with which gentlemen 
of the minority were listened to in the House . . .” Calhoun promptly 
deprecated the Virginian’s “imputation of intolerance to the min- 
ority . . . as not comporting with the sacred cause of distant and 
oppressed humanity.” Thus did the fretful shadow of party politics 
stain the purity of intentions involved in the first House debate on 
foreign aid. Randolph’s motion was defeated 30 to 74. Others 
then spoke for the original motion—John Rhea of Tennessee, be- 
cause “‘he was actuated by a regard to the interests of the United 
States, which peculiarly required them to cultivate amity with .. . 
the South American provinces.” The motion passed 57 to 47.” 
On May 1, the matter was committed to a Committee of the Whole 
and Thomas Newton, Jr., of Virginia, proposed that $30,000 be 
voted. Calhoun, however, moved for $50,000, and his motion was 
accepted 45 to 29. The final vote on the measure was 105 to 0.” 
In the Senate, on May 5, the “Act for the relief of the citizens of 
Venezuela” was sent to a select committee composed of George 
W. Campbell of Tennessee, James A. Bayard of Delaware, and 
Samuel Smith of Maryland. An effort to postpone consideration 
of the Act until December was defeated 11 to 13, in favor of action 
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on the day following, when it passed unanimously. The President 
signed the Act on May 8, 1812.°° This generous gesture, coming 
at a time of national peril, connotes sympathy and understanding. 
Of understanding there should have been a great deal for many 
of those in Congress in 1812 had come only recently from areas 
that had been stricken by earthquakes in December, 1811, and in 
January and February of 1812. These quakes had evoked a religious 
revival in the areas stricken not unsimilar to that which occurred in 
Venezuela.* 


Altruism, compassion, and understanding all constitute explana- 
tions of why the United States Congress voted dollars for Venezuelan 
relief; yet the desire for greater commercial profits born of a decade 
and more of lucrative trade with that area was no less a determining 
factor. Coffee, cacao, indigo, hides, and mules exchanged profitably 
for flour and cloth. The merchant-minded legislators knew this 
fact from experience and from the public and private prints. Fifty 
thousand dollars was a small sum to pay to insure the continuance 
of that commerce, the creation of good will, and the furtherance 
of democracy in the New World. The commercial motif is revealed 
in the instructions given to Alexander Scott, who was appointed the 
first foreign aid administrator. Monroe authorized him to distribute 
the provisions to the people, “the better to cherish the good disposi- 
tion on their part . . . ,” and to observe and report on all patriot 
activities, for ‘The United States take a sincere interest [in the 
independence of Venezuela} from generous sentiments, and from 
a conviction, also, that in many ways, it will prove reciprocally 
advantageous.” ... “The real as well as ostensible object of your 
mission,” continued Scott’s instructions, “is to explain the mutual 
advantages of commerce with the United States, to promote liberal 


8” [bid., pp. 226-227. 
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and stable regulations, and to transmit seasonable information on 
the subject.’’*? 


Unforeseen circumstances prohibited the carrying out of all these 
instructions. The United States government purchased flour and 
corn and leased six vessels to transport the foodstuffs to Venezuela. 
As Scott sailed on the last vessel to depart,** Robert K. Lowry, 
United States Consul at La Guayra, made, early in June, 1812, the 
initial presentation of flour to the patriot government for distribu- 
tion among the sufferers.** In all some 3,500 barrels of flour and 
over 600 sacks of corn were deposited in the custom house at 
La Guayra. Scott, his wife and family, arrived off La Guayra on 
June 27 and were shocked on viewing the ruins of the port city.*° 
Mrs. Scott, who in the eyes of the local authorities was a very 
domineering woman, promptly expressed her intention of returning 
to the ship. Only upon being convinced that the ground was not 
shaking did she reluctantly agree to take up temporary residence 
in the best rooms of the customs house. The Americans were then 
wined, dined, and feted while awaiting transportation to Caracas, 
from whence Scott would go on to Victoria for a meeting with 
General Francisco Miranda. At one o'clock in the morning of 
July 2, however, a thunderstorm broke. The Scotts, thinking it the 
forerunner of an earthquake, ran into the street in their night- 
clothes, demanding to be returned to their vessel. At six in the 
morning, despite high seas, they went aboard determined not to set 
foot on that land again. 


Lory, Miguel Pefia, the political commandant of the city, and 
Manuel Maria de Las Casas, the captain of the port, did their best 
to persuade the non-Spanish speaking envoy and his family to 
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35 Robert K. Lowry to James Monroe, April 27, 1816, NA:DS, Misc.; 
Antonio Fernandez de Leén to Francisco de Miranda, June 29, 1812, 
Marques de Rojos, ed., E/ General Miranda (Paris, 1884), p. 375. 
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return. The Venezuelans were astounded at the conduct of the 
American envoy and some attributed his behaviour to the machina- 
tions of the domestic enemies of the republic rather than to his fear 
of nature. Others cogently concluded that Lowry, who was piqued at 
not getting the appointment himself and who had been busy lining 
his pockets through various commercial ventures, had artfully played 
on the terror in Mrs. Scott’s mind.** Las Casas took drastic measures 
to break the deadlock. He wrote Scott that Miranda had prohibited 
the departure of all vessels without his permission, therefore he 
would have to come ashore and visit the general. On July 5, the 
Baltimorean returned and three days later, accompanied by part of 
his family, struck out on muleback for the capital.*° After estab- 
lishing residence there, he departed for Miranda’s headquarters, 
arriving shortly after the middle of July. 


The devastation born of the March quake, fed by the preachings 
of the clergy, famine, and disease, coupled with a lack of specie, 
slave revolts, army desertions, martial law, disbandment of the 
government, presence of and reliance upon many foreigners, prin- 
cipally French, the promise of freedom to slaves some of whom 


took up arms in the patriot cause, and the spectacular success of the 
royalist general, Domingo Monteverde, were but preludes to the 
inevitable. Miranda, therefore, and for reasons still debated, capitu- 
lated on July 25. Some of his own officers, infuriated by this 
seeming display of cowardice, seized and turned him over to the 
Spanish authorities. Scott was no less incensed. “As to myself,” 
he wrote Monroe, ‘‘a short acquaintance with him convinced me 
that he was not only a brutal capricious tyrant, but destitute of 
courage, honor and abilities’—an opinion which historians have 
drastically modified. Concerning the people of Venezuela he had 
other opinions. He thought the pardo element superior to the 
white and was convinced that the republican movement was doomed 
because “the present moral and intellectual habits of all classes . . .” 
had not enabled them to reach that point of human dignity which 
fits man for the enjoyment of a free and rational government. 


38 Idem to idem, ibid., 331, 332, 335, 337, 339, 435; Miguel Sanz to 
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Regarding the victorious royalists, he had even less to say. To him 
they were “a lawless banditti of desperate and ignorant adventurers, 
bigotted and illiberal to strangers cruel & relentless to the wretched 
victims in their power; who acquired the country, not by their own 
bravery, but by the baseness and cowardice of the leader with whom 
they had to contend’; moreover, Monteverde seized some of the 
vessels that had brought the donation and, in fact, the bulk of the 
donation itself.*° 


The flour and corn were ill-used. Neither Scott nor Lowry did 
much to place the foodstuffs in the hands of the people. Their 
distribution was entrusted to Antonio Fernandez de Leén, the Mar- 
qués de Casa Leon, by Miranda. Casa Leén apparently ordered 100 
barels of flour and one-eighth of the corn distributed to the poor 
of La Guayra with the remainder of the corn and 300 barrels of 
flour going to the same class in Caracas. Three hundred barrels 
were purchased by the government to be made into biscuits for the 
army, while the remaining barrels were ordered divided between 
the poor of Caracas, the hospitals, and the army.** A shortage of 
laborers and transportation undoubtedly caused the bulk of the 
flour to be kept in La Guayra until after the Spanish had taken 
that city under the terms of the capitulation. Upwards of 3,000 
barrels were seized by the royalist forces and sold for nearly 
$100,000!*? In Washington, and even after he had had time to 
check on the facts, Monroe, burdened with war problems, felt that 
Scott’s “conduct in the discharge of . . . [his} duties was perfectly 
satisfactory.” President Madison wrote Scott, “I cheerfully con- 
cur...” with Monroe respecting the performance of your duties.** 


Following the capitulation of Miranda in July, 1812, Scott re- 
turned to Caracas where he attempted to secure the release of the 


4° Scott to Monroe, November 26, 1812, Manning, ed., p. 1160. 

41 Antonio Fernandez de Léén to Francisco de Miranda, June 29, 1812, 
Rojas, ed., 376; C. Parra Pérez, La primera republica de Venezuela (2 
vols., Caracas, 1939), II, 267-268. 

42 Jacob Clement to James Monroe, December 12, 1812; W. D. Robin- 
son to James Monroe, October 7, 1812; NA:DS.: Misc.; Robert K. Lowry 
to John Graham, November 30, 1816, Manning, ed., p. 1170. 

43 James Monroe and James Madison to Alexander Scott, July 5, Septem- 
ber 15, 1825, 20th Congress, Ist Session, House Report 182, p. 5. 





58 INTER-AMERICAN ECONOMIC AFFAIRS 


United States vessels which were held by the Spanish authorities.“ 
In so doing he was forced to live and to entertain in a manner 
befitting his station but at terrifically inflated prices. In his words 
“the expenses of living in Caracas, were increased to an exorbitancy 
seldom ever witnessed . . .” Bacon and butter cost seventy-five 
cents a pound; pork, fifty dollars a barrel; flour, thirty-two to one 
hundred dollars a barrel; chickens, two dollars apiece; while the 
bread procured from the baker cost two dollars and fifty cents 
daily. In addition to his household, he frequently entertained the 
officers of the ships in question. Upon returning to the States, the 
envoy owed the Treasury $1,020.48 in overdrafts, for he had been 
granted a salary of $2,000 a year and expenses of $700. He claimed 
to have spent three times this amount, but upon appeal to Con- 
gress his claim was rejected.*° 


Scott, aided by Lowry, by threat and persuasion, did secure the 
release of the vessels. In December, 1812, all citizens of the 
United States resident in Venezuela were ordered to leave the 
country. One month later Scott and Lowry were told to depart 
within forty-eight hours—an action which Scott attributed to the 
Spaniards’ hostility to the United States and to “their being com- 
pletely under the influence of British counsels . . .”** Reaching 
Curacao early in January, 1813, via chartered vessel, Scott and Lowry 
were refused permission to land by the British governor-general. 
Scott and family went to Puerto Cabello, Venezuela, and Lowry to 
St. Barts. After many hardships, the Scotts, deeply in debt, reached 
Washington in May.* 


*4 Statement of George Travers, January 5, 1817, ébid., p. 15; Robert K. 
Lowry to Monroe, April 27, 1816, NA:DS, Misc. 

*5 Claim of Alexander Scott, 20th Congress, 1st Session, House Report, 
182, pp. 7, 15. Respecting details of living costs see also Joseph Forrest to 
A. Scott, June 9, 1821, NA:DS, Misc.; Scott to Secretary of State, Maya, 
June 10, 1821, ibid. 

46 Scott to Monroe, December 1, 1812, January 1, 1813, Manning, ed., 
pp. 1163, 1167. 

*7 Robert K. Lowry to Monroe, February 17, 1813, ibid., p. 1168; Scott 
to John Randall, June 23, 1813, William Taylor Papers, Vol. 59, Library 
of Congress, Manuscripts Division; William Shufe to William Taylor, 
March 26, 1813, sid. 
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‘Had it not been for .. . [the defeat of the patriots}, Scott 
ended his longest written report to Monroe, “the U. States wou’d 
have enjoyed commercial advantages, and privileges in the time of 
war, which wou’d have been highly beneficial—”’ . . . “Our trade to 
the main, from August 1810 to Aug [sic} 1812 amounted to nearly 
one and an half millions, and is capable of a great increase, when 
the country becomes finally tranquil & separated from Spain. It 
is therefore in a commercial point of view, well worthy the atten- 
tion of {the} Government.’’** Such were the principal opinions 
of those who administered the relief for the citizens of Venezuela. 
It was conceived as an act of mercy, but with a strong eye on the 
commerce with that country, the Congress, the Secretary of State, 
the President, and the agents involved were more concerned with 
the dollar than with the heart of the Venezuelan problem of 1812. 
True it is that the flour staunched some hunger and that the aid 
was warmly received by the officials, but equally true is the fact, 
from the Venezuelan viewpoint, that guns and powder and men 
would have been more enthusiastically received. Orea had requested 
this type of aid long prior to the earthquake, but was politely 
repaid with unofficial expressions of sympathy. In large measure 
the donation, as well, came too late to stem the tide of religious 
fanaticism, desertion, hunger, and the multitude of other causes 
resulting in the collapse of the first Venezuelan republic. Perhaps 
it is unjust to suggest that the flour and corn, if it had been prop- 
erly distributed, might have turned the day for the patriots, but 
such aid might conceivably have given heart to the people, thereby 
encouraging Miranda to continue the conflict. 


48 Manning, ed., p. 1160. 








Trends in Latin America’s Capacity 


To Import and the Gains 
From Trade 


By William H. Fink* 


Some questionable conclusions have been drawn from the move- 
ments of the index of capacity to import (or from its ingredients, 
the indices of export volume and of the terms of trade) by, among 
others, the United Nations Economic Commission for Latin America.’ 
The alleged deterioration (for Latin America) of the net barter 
terms of trade, the failure of exports to keep pace with population 
growth, and—the other side of the coin—the declining import 
coefficient of the United States, are taken as evidence that produc- 
tivity gains have not been “equally” shared between the ‘‘periphery”’ 
(Latin America) and the “centre’’ (the industrial United States). 
The industrial nations are said to reap most of the benefits—even 
of the increased productivity of the primary producers in the peri- 
phery. The remedy, according to the Commission, is the “industriali- 
zation” of the periphery itself.’ 


Before evaluating these and similar conclusions it will be helpful 
to review briefly the meaning and limitations of the terms of ex- 
change as criteria of gain or welfare, particularly the terms-of- 
trade concepts appropriate to an index of gain from trade. 


* Department of Economics, College of Business and Public Administra- 
tion, University of Arizona. 

1 Economic Survey of Latin America for 1949 (New York: U. N. Depart- 
ment of Economic Affairs, 1951). 

2 Ibid., especially Ch. III, ‘The Spread of Technical Progress and the Terms 
of Trade.” 

The same “‘solution’’ is strongly advocated by Professor Raul Prebisch in 
"The Economic Development of Latin America and its Principal Problems, 
U.N. Department of Economic Affairs (Lake Success, N. Y., 1950). 
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I. 


The habit of referring to the terms of trade as moving favorably 
or unfavorably to a country had its origin, presumably, in that purely 
hypothetical kind of trade between countries exchanging two com- 
modities of uniform quality under conditions of constant cost. 
Where real costs are constant, movements of the net barter terms 
of trade accurately reflect—and may be taken to represent—the 
factoral terms of trade, both double and single.* Relative price 
movements are useful in measuring changes in the real gains from 
trade only under severe short-period assumptions, which are unlikely 
to apply to periods covering several years. Thus whatever welfare 
significance attaches to changes in the price ratios of imports and 
exports tends to diminish as the period between such observed 
changes lengthens. Changes in real costs, over time, limit the use- 
fulness of the net barter concept. 


Logically, deterioration of the net barter terms of trade for that 
country whose productive efficiency is increasing relatively to that 
of its trading partners is to be expected. Without going into detail, 
we may state that productivity gains by any particular area or 
country normally result in the single factoral terms of trade (the 
ratio of imports to the real cost of the exports which pay for them— 
the concept of most significance to absolute well-being) becoming 
more favorable for each of the trading areas, at the same time the 
commodity terms of trade have turned against the one, and the 
double factoral terms of trade have become less favorable for the 
others. Relative gains in productive efficiency account for these 
apparently contradictory results. Thus the words “favorable” and 
“unfavorable” should be used with caution—if at all—in any con- 
text involving changes in the mere terms of trade. 


I. 


But ratio changes, whether expressed in money or in real terms, 
fail to take account of a more important criterion of total gain 
from trade, namely, volume. Recent attempts* to derive a “gain 


’ For a summary of the principal terms-of-trade concepts see the Appen- 
dix to this paper. 

* Especially by J. Viner, Studies in the Theory of International Trade, 
p. 563; G. S. Dorrance, “The Income Terms of Trade,” Review of Econ. 
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from trade” index by combining terms-of-trade and volume indices 
stem from an awareness of this deficiency. An index number 
export prices 
derived from ————————— times the export volume index is 
import prices 
certainly preferable, as an indicator of the direction of total gain 
from trade (except, perhaps, for the very short run), to the mere 
export prices 
price ratio represented by 
import prices 
It is as an index of a nation’s ability to finance imports, how- 
ever, that the combination of an export-import price ratio with a 
volume index finds its most felicitous application. It is in this 
more modest capacity that this particular index is employed by the 
Economic Commission for Latin America. After compiling the 
essential statistics, the Commission states that 
it is now possible to calculate an index of the fluctuations in 
Latin America’s capacity to import. For this purpose, the 
index of quantum of exports was multiplied by the index of 
the [net barter} terms of trade. The resultant index gives 
us an idea of the fluctuations of the volume of goods which 
Latin America could import as a function of the volume 
exported and the relative prices of these exports.° 
Part of a table, sufficient to illustrate how the index is used, 
is reproduced below. 


Latin America: Population, Exports and Capacity to Import, 1925-49 
(Base: 1937 = 100) 
Population Quantum Index of Exports 
Year (Millions) Total Per Capita 


1925 97.0 84.6 103.8 
1929 104.3 108.7 124.1 
1932 109.3 82.0 89.3 
1937 119.3 100 100 

1942 131.9 77.6 70.2 
1947 145.2 115.6 94.8 
1948 148.3 120.8 97.0 
1949 50.7. - ° LLL 88.1 





Studies, 1948-49, VOL. XVI, pp. 50-56; and A. H. Imlah, “The Terms of 
Trade of the United Kingdom, 1798-1913,” The Journal of Econ. History, 
Nov. 1950, VOL. X, pp. 176-82. 

5’ Economic Survey of Latin America for 1949 (New York: U. N. Depart- 
ment of Economic Affairs, 1951) p. 18. 
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Index of 
Price Index Terms of Capacity to Import 
Year Export Import Trade Total Per Capita 
1925 135.9 134.0 101.4 85.8 105.3 
1929 113.2 117.0 96.7 105.1 120.0 
1932 53.4 76.0 70.3 57.6 62.7 
1937 100 100 100 100 100 
1942 113.9 141.0 80.8 62.7 56.7 
1947 217.5 191.0 1139 151.7 108.0 
1948 229.5 208.4 110.1 133.0 106.7 
1949 216.9 195.5 110.9 122.5 96.8 





Source: Economic Commission for Latin America, op. cit., Table 2A, p. 17. 


Although the total capacity to import has increased significantly 
in most recent years, the per capita capacity to import (the per 
capita quantum index of exports times the net barter terms of 
trade) has been below—and in most cases well below—that of 
1937 except for the years 1947 and 1948. This means that the 
ability of Latin America (through 1949) to pay for imports did 
not keep pace with the growth of population and, according to the 
Commission, it is this fall in the per capita capacity to import which 
is the chief cause of the “chronic tendency” toward an import 
surplus and imbalance in the foreign accounts.° 


An analysis of conditions has allowed us to show that 
Latin America’s import capacity has increased less than its 
population, whereas its economic development requires . . . 
that the increase of import capacity should be much greater. 
Secondly, we have seen that the tendency to a chronically 
unfavourable balance, deriving from the foregoing fact, 
cannot be corrected quickly and effectively because of the 
way in which the principal cyclical center [the United 
States} functions.’ 


A glance at the table above shows that although ¢otal Latin 
American exports increased somewhat from 1937 to 1949, on a per 


® More accurately the proximate cause; the decline in capacity to import 
may result from political instability, inflationary monetary-fiscal policy, dis- 
criminatory treatment of foreign investments, depression abroad, relative 
changes in productivity, shifts of demand, “‘acts of God,” etc., etc. 


* Economic Survey of Latin America for 1949, op. cit., p. 44. 
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capita basis the volume of exports actually declined. This fact in 
conjunction with the adverse trend in the terms of trade (except 
for the years 1946 through 1949) is reflected in the per capita 
index of capacity to import. Note that for the year 1949, although 
the terms of trade and the export volume index both are above 
110, this is not sufficient to offset the increase in population, as is 
shown by the per capita index of capacity to import of 96.8. 


This particular form of a so-called ‘‘total gain from trade” 
index enables one to see at a glance that the ability of Latin America 
to pay for imports with the proceeds from exports was less, on a 
per capita basis, than it was in 1937, for most of the years through 
1949. But this is all that it tells us. WAy the net barter terms or 
trade with industrial countries were less favorable (for most years) 
than in 1937, and why the volume of exports per capita was lower 
through 1949 than it was during the 1920's are problems the answers 
to which depend upon detailed examination of the particular cir- 
cumstances. It may even be questioned that the decline of such an 
index constitutes proof of a “chronic tendency toward imbalance” 
in the foreign accounts. Whether or not the needs or potential 
demands of a rapidly growing population for imports will result 
in an actual import surplus will depend largely upon whether such 
needs can be effectively expressed in terms of a demand for foreign 
exchange. And this is primarily a matter of monetary-fiscal policy 
and the foreign exchange rate. Too often in recent years the real 
needs of impoverished peoples have served as excuses for inflation, 
unrealistic money exchange rates, passive trade balances, and ex- 
change controls, approximately in that order. The real needs of 
impoverished people within our own borders do not express them- 
selves in chronic imbalance between, say, the backward agricultural 
area of Mississippi and industrial Delaware or New York state, 
for obvious reasons. 


Il. 


It will prove useful, in evaluating the conclusions and recom- 
mendations of the Commission (as of the 1949 Survey) to introduce 
another table, showing the terms of trade and capacity to import of 
Latin America through the year 1952. Although based on 1948 = 
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100, the figures prove once again that it is dangerous to make 
generalizations based on short-run movements of the terms of trade. 
It may be recalled that a similar forecast by J. M. Keynes also 
turned sour. In 1912 he thought he saw a long-run tendency of 
the terms of trade to move against industrial countries, and based 
certain conclusions on this alleged movement. In contrast, the 
Commission for Latin America has based its conclusions, at least 
partially, on the opposite tendency, namely, that of the terms of trade 
to move against the primary-producing areas, or the “periphery.” 
Both predictions apparently were wrong, and their conclusions, there- 
fore, are without foundation, at least insofar as the conclusions 
were based on long-run tendencies of the terms of trade. 


LATIN AMERICA: TERMS OF TRADE AND THE CAPACITY 
TO IMPORT (1948 = 100) 


Terms of Trade 








1947 1949 1950 1951 19528 
Latin America 99.4 99.6 115.8 113.6 103.2 
Argentina 97.5 83.0 72.8 57.9 52.1 
Bolivia 89.2 96.1 101.2 a ae 
Brazil 106.3 109.7 180.9 181.4 177.4 
Chile 95.6 ‘ 100.2 113.2 123.9 145.6 
Venezuela 77.3 101.1 105.6 99.3 96.9 





Capacity (total) to Import 








1947 1949 1950 1951 19528 
Latin America 99.8 89.3 119.3 116.1 act 
Argentina 113.7 60.3 76.4 50.2 26.1 
Bolivia 77.8 90.8 93.1 ee ee: 
Brazil 106.7 98.7 145.1 156.2 143.6 
Chile 90.7 90.0 95.7 109.2 135.6 
Venezuela 69.6 98.2 115.6 123.9 131.0 





Source: Economic Commission for Latin America, Economic Survey for Latin 
America 1951-52. (Document reproduced in New York from the original 
issued at Santiago), Feb. 1953. Table 18, p. 169. 


‘ Provisional estimates based on partial data. 


On the basis of 1948 = 100, the net barter terms of trade of Latin 
America for the past three years (1950-52) have been substantially 
better than those of 1947, itself a year of exceptionally favorable 
terms (see table on page 63.) 
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ke Even though the terms of trade [for 1951-52} continued to 

le. be more favourable than in 1947-49, the new level only 

so. ff represents the ground lost since the first decade of this cen- 

of tury, after having been extremely low during the greater 

ed fl part of the 1930’s and 1940’s. Assuming that 1937 = 100, 

he the highest level of the post-war period (133.8), is only 

st slightly above the levels for the period 1901-1905, and 

te 1906-1910, which were 130.6 and 131.9, respectively.® 

- In other words, the net barter terms of trade of Latin America 
ns are approximately the same now as they were fifty years ago. In 


comparison with 1937, they are substantially more favorable. 

Although the per capita capacity to import has not been computed 

for the table above, the fact that the 1948 figure is well above that 

for 1937, coupled with the sharp rise in total capacity to import 
| after 1949, undoubtedly means that the per capita capacity to 
| import for most recent years also is well above that of 1937. 


= hI Bl 


These findings seriously undermine the basis for the Commis- 
sion’s conclusions and recommendations, since these were based on 
alleged failure of import capacity to keep pace with the population 
growth. Whether and for how long these most recent trends will 
continue is of course another matter. As with most other inter- 
national trade questions, favorable developments depend upon the 
maintenance of high-level economic activity in the “‘centre,’’ mean- 
28 ing the United States, the world’s largest importer (and exporter). 


Oa’ 


| As for the wisdom of forced-draft “industrialization” in the peri- 
| phery, which I take to be the policy recommendation of the Com- 
| mission, a glance at the preceding table may be instructive. Of the 

five important South American countries whose terms of trade and 
capacities to import are reproduced, only Argentina seems definitely 
to be going down hill, and Argentina is the one country which has 

made all-out efforts, during the past few years, to “industrialize’’ at 
the expense of primary production. It may be contended that 
Argentina has suffered from “acts of God’ (such as the 1952 
in | drought) to a greater extent than the others. Even so, this can 
ly hardly be offered in explanation of the fact that her total capacity 





8 Economic Survey for Latin America 1951-52, op. cit., p. 168. 
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to import in 1952 was approximately one-half that of 1951, which 
in turn was less than half that of 1947. In 1952, the total capacity 
to import of Argentina was only 23 percent of what it had been 
in 1947!° To at least one [biased] observer this fantastic decline 
in the capacity to pay for imports seems to be ascribable less to 
“acts of God” than to acts of Peron and his company. When con- 
trasted with the 40 percent or more increase, over the same period, 
for Brazil and Chile, the showing of Argentina becomes even 
more revealing. 


A leading magazine of American business has this to say con- 
cerning premature and overambitious efforts to industrialize: 


What has happened lately in a few countries is this: They 
have cut down on production of food and raw materials in 
favor of industrialization—before the industrialization could 
possibly be expected to pay off. As a result, their sales of 
commodities have slumped, they haven't raised enough food 
for themselves, and their income has dropped so they can’t 
buy the needed food abroad. 


Thus, we have a paradox in the world’s food supply. This 
year is the first time since before the war that population and 
food supply—on a global scale—have been in balance. Yet 
the distribution of this abundance of food is badly awry: 
Big surpluses are in the highly developed countries like the 
U. S. and Canada big shortages are in the underdeveloped 
countries that used to feed themselves or have farm sur- 
pluses before they arbitrarily went industrial.*° 


There is much to be said for industrialization, of the right type, 
in the Latin American countries. Increased investment in light 
industry, such as textiles, food, pharmaceuticals, etc., in contrast to 
grandiose schemes to achieve “‘self-sufficiency” in steel, machinery, 
and the products of heavy industry in general, would pay certain 
and almost immediate dividends. Much of the area’s capacity to 
import is at present expended on consumer goods from abroad, 





® On a per capita basis, given the rapid growth of population, the decline 
in the capacity to import is, of course, even greater. 
1° Business Week, Oct. 31, 1953, p. 104. 
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which are not produced in sufficient quantity domestically. The 
Argentinian type of industrialization at the expense of primary pro- 
duction has undoubtedly increased Latin American dependence on 
foreign sources for foodstuffs in recent years, with the consequent 
effect on the capacity to pay for needed imports of capital goods. 


Foodstuffs—which rose, in comparison with 1947-49, by 
34.2 per cent—in 1951 absorbed 16.7 per cent of the quan- 
tum of all imports, wheat representing one quarter. Imports 
of textiles and pharmaceuticals exercised heavy pressure on 
Latin America’s capacity to import (7.1 per cent of the 
total.™* 


IV. 


The fundamental significance of industrialization as the principal 
means at the disposal of Latin America of ‘‘obtaining a share of the 
benefits of technical progress and of progressively raising the stand- 
ard of living in the masses” is even more strongly emphasized by 
Professor Raul Prebisch in The Economic Development of Latin 
America and its Principal Problems.* Says Prebisch: 


. . . The enormous benefits that derive from increased pro- 
ductivity have not reached the periphery in a measure com- 
parable to that obtained by the peoples of the great industrial 
countries. Hence, the outstanding differences between the 
standards of living of the masses of the former and the 
latter and the manifest discrepancies between their respective 
abilities to accumulate capital, since the margin of saving 
depends primarily on increased productivity. 

Thus there exists an obvious disequilibrium, a fact which, 
whatever its explanation or justification, destroys the basic 
premise underlying the schema of the international division 


of labor.** 


The fact that some countries producing primary goods have com- 
paratively low living standards in no wise “destroys the basic 


11 Economic Survey for Latin America, 1951-52, op. cit., p. 170. (Present 
writer's emphasis. ) 

12U. N. Department of Economic Affairs (Lake Success, N. Y., 1950). 

18 [bid., p. 1. 
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premise underlying the schema of the international division of 
labor.” Unless factors are completely mobile (and no one has ever 
supposed them to be) there will always be relatively high and low 
real-wage areas. In fact, a basic premise of the international speci- 
alization theory is that, despite marked differences of productive 
efficiency, specialization and trade may still take place to the mutual 
benefit of all participating areas. Low living standards in the Latin 
American “‘periphery’”’ do not mean that it has not shared in the 
increased productivity. Nor is “industrialization” necesarily the 
best way of raising the standard of life. For this purpose the 
international division of labor must not be underestimated. Basically, 
however, great differences in man-hour productivity and living stand- 
ards depend on natural resources, population, birth rate, and po- 
litical and economic organization, in turn affected by such institutions 
as the church, the educational system, class divisions, the system ot 
land ownership, etc. One could as well contend that the extremely 
low standards of life of the masses of continental Spain, who obvi- 
ously have not shared to any great degree the benefits of increased 
productivity in the Western world, controvert the theoretical justif- 
cation for international specialization and exchange. 


It is one thing to maintain that the peripheral countries have not 
shared ‘‘equally” the benefits of increased productivity in the centre, 
or that they have been forced to surrender part of the benefits 
arising from their own increased productivity in the process of 
specialization and exchange with the industrial centre.* It is quite 
another to claim that such trade has not been to the advantage of 
the periphery, or that forced-draft industrialization will improve the 
situation, or that low per capita incomes prove anything, one way 
or the other, about the premises underlying the schema of the 
international division of labor. All available information seems to 
show that more, not less international specialization, and less ill- 
advised striving for self-sufficiency, especially among the peripheral 
countries themselves, is the surest and quickest way to achieve 
higher standards of life, to say nothing of the benefits of politco- 
economic cooperation and amity among nations. 


14 If, ceteris paribus, productivity should increase in the center, and if the 
net barter terms of trade between the center and the periphery remain as 
before, the inference is that the latter has not shared the gain. 
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Professor Prebisch’s plea for the “industrialization” of the peri- 
pheral countries rests primarily on what he interprets as an “‘unfav- 
ourable’’ tendency of the net barter terms of trade with the industrial 
nations. 


3 productivity increases with industrialization, wages 
will rise, thus causing a comparative increase in the prices of 
primary products. In this way, as its income rises, primary 
production will gradually obtain that share of the benefits 
of technical progress which it would have enjoyed had prices 
fof imports from the industrial centre} declined.*° 


In the first place, there is no assurance that productivity increases 
(assuming that such increases occur as a result of “‘industrializa- 
tion” in the periphery) will result in increases in the prices of pri- 
mary products. If the productivity increases are wide-spread and 
general, a rise in real wages is perfectly compatible with a fall in 
the prices of primary products. But this is not the main flaw in the 
argument. Prebisch contends that the terms of trade would have 
been more favorable for the peripheral countries if the price levels 
in the industrial countries had fallen with the increase in produc- 
tivity. To assume that as a result of a policy of stable money 
wages and falling prices in the centre, the Latin American countries 
would have obtained a greater share of the benefits of technical 
progress through more favorable barter terms of trade is to disre- 
gard the role played by the money exchange rate. Whether, in the 
industrial centres (assuming productivity increases) money wages 
are stable and prices fall, or prices are stable and money wages rise, 
should make no difference in the terms of trade except perhaps in 
the very short run.*® If prices had fallen, say, since 1937 in the 
United States and Great Britain as productivity increased, the pound 
sterling and the dollar would have become even more valuable, 
in terms of the monetary units of the peripheral countries, than in 
fact was the case. 


15 Op. Cit., p. 15. 

16 It would probably make a great deal of difference as regards the level 
of economic activity—if the consensus with ae to the depressive effects 
of a falling price level is correct—and thus indirectly with the demand for 
imports and the terms of trade. 
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Since foreign exchange values are inversely related to the domes- 
tic currency costs of production of internationally traded goods and 
services, then lower price levels in the industrial centres would have 
required further adjustments of the peripheral countries’ currencies 
—in short, more devaluation. Unfortunately (or fortunately, as the 
case may be) the terms of exchange are not so easily rigged as the 
Prebisch thesis seems to imply. If they were, a “greater share of 
the benefits of technical progress” could have been obtained through 
the upward-valuation of the peripheral currencies—or by not devalu- 
ing. At this late date the futility if not the folly of such an expedi- 
ent should be apparent. Money exchange rates are fundamentally 
a reflection of the relative money costs of production of the goods 
and services exchanged. They may temporarily get out of line, or 
they may be held permanently out of line by restrictions and controls, 
but such aberrations do not invalidate the fundamental relationship. 
The Canadian and United States monetary units are approximately 
equal in value because the money costs of production in the two 
countries of the goods that matter are approximately equal. 


The theory adumbrated by Professor Prebisch in The Economic 
Development of Latin America has additional overtones of autarchy, 
mercantilism, and restrictionism in general. “It is evident,’ he says, 
“that such adjustment [to the productivity increases which allegedly 
result from industrialization in the periphery} will mean a loss of 
real income in the industrial sectors, which will, however, be limited 
by the import coefficient .. .”"’ In other words, increased efficiency 
and higher real incomes abroad would mean lower real incomes 
in the United States, or at least lower real incomes from interna- 
tional trade. Disregarding the logic behind it, such an assertion 
provides a good example of the confusion which attends failure to 
distinguish the net barter and the single factoral terms of trade, 
to say nothing of volume and effective demand, which depend upon 
productivity. It comes near to identifying the gains from trade, 
as well as changes in the distribution of the gains from international 
specialization and exchange, with changes in the net barter terms 
of trade, which is to say with mere price ratios. 





17 Op. cit., p. 16. 
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V. 

The use of volume indices to indicate changes in the gains from 
trade is a welcome concession to reality, since it incorporates into 
the formal apparatus the common sense notion that changes in 
volume are at least as important as changes in price ratios in esti- 
mating total gain from trade. The concepts of gain and relative 
advantage from foreign trade for so long had been associated with 
price relationships as developed in the “‘classical” rubric, that 
attempts to take account of volume as well as mere terms of trade 
in such measures mark a significant advance in international trade 
theory. 

But fluctuations in even such total gain “measures,” as for example 
in the index of capacity to import, should be carefully analyzed 
before any conclusions are drawn, and particularly before “reme- 
dial” measures are undertaken. The net barter ratio itself is subject 
to much misinterpretation and abuse—and an index of which it is 
only a part is even more liable to faulty interpretation. The danger 
is great that conclusions will be drawn from the movement of 
such a measure without sufficient understanding or acknowledge- 
ment of its limitations. As in the past, most of the forecasts and 
many of the conclusions based on changes in terms-of-trade or 
gains-from-trade indexes probably will turn out to be wrong. 


In the long run the terms of trade, both commodity and factoral, 
are determined by all the forces which affect costs and prices, 
including productive capacity, efficiency, discovery and exploitation 
of new resources, technological developments, and changes in habits 
and living standards. Restrictive controls can prevent the adjust- 
ment of prices and terms of trade to such forces for limited periods. 
But in the long run, controls, except as they alter permanently the 
resource allocation, productive efficiency, and habits of a nation, 
can have little effect on the terms of international exchange. If the 
volume of profitable trade is not to remain far below its maximum, 
either price levels, currency ratios, or both must be allowed to adjust 
to secular forces. 


Trade volume, as well as terms, is so inextricably entangled with 
the level of economic activity abroad, “acts of God,” population 
changes, and political events that movements of such combination 
indices may be symptoms of conditions not amenable to primarily 
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economic remedies. Specialization and the international division of 
labor, specifically the allocation of resources in certain primary- 
producing countries, may have little bearing on trends in total-gain 
Or capacity-to-import indicators. It is well to emphasize this fact, 
particularly at a time when increasing racial, religious, and national 
fanaticisms are nourishing the latent xenophobia of these “‘periph- 
eral” nations. Such movements strangle foreign investment and 
promote attempts to achieve economic self-sufficiency. The fruits 
are decreased efficiency and lowered living standards. 


Dissatisfaction in the so-called peripheral areas with the distri- 
bution of the gains from trade and from productivity increases is 
based partly on what have been interpreted as unfavorable trends 
in such gain indices as that of the (total or per capita) capacity 
to import. The remedy, many believe, is “industrialization’”’ of the 
periphery. But industrialization is no cure-all, nor is it synonymous 
with higher productivity, as some countries now are finding out. 
The switch “from plow to punch press” is not something to be 
tried impulsively, nor can it be made overnight. An orderly tran- 
sition from raw material production to industrial production, or 
what is more realistic, economical balance between the two, takes 
time. It is a matter of decades rather than of months or years. 


Underdeveloped areas that attempt to industrialize too rapidly 
inevitably misallocate and waste resources, and run the risk of losing 
their commodity markets abroad. Not only this, but some may, and 
have, become dependent on foreign nations for foodstuffs which they 
formerly produced in abundance. Agricultural countries with in- 
dustrial ambitions would be well advised to mechanize their farms, 
diversify, where feasible, their agriculture, and establish certain 
more economical light industries before investing scarce resources in 
the production of basic industrial goods that can be imported far 
more cheaply. Self-sufficiency in food, fibers, and other raw ma- 
terials, along with a reduced agricultural work force, is a feasible 
goal in many cases and should certainly be considered prerequisite 
to schemes to achieve industrial ‘‘self-sufficiency.” Food scarcities 
breed political instability, a principal obstacle to foreign investment 
in the underdeveloped areas, without which outside assistance, 
increases in productivity and the standard of life become even 
more difficult. 





us 
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The issue is not one of whether to “industrialize’ or not, but 
rather of what industries are best suited to the particular areas, 
and the degree to which the introduction of new industries or the 
extension of old ones should be emphasized as part of a planned 
program. Undue haste, and the ill-advised establishment of high- 
cost industries protected from outside competition is not the way 
to increased productivity and a higher living standard, as the example 
of Argentina indicates. Nor is this the way to an increased share, 
via foreign trade, of productivity increases, wherever they may origi- 
nate. In any case, observed decreases in the capacity to import, as 
measured by “gains from trade’ indexes, may be due to the mis- 
allocation of resources resulting from government intervention as 
well as from the lack of it. 


APPENDIX 


The terms of trade proper—as distinguished from indices which 
purport to measure the gains from trade—may usefully be thought 
of under two main headings: (1) the commodity or “‘barter’’ 
terms of trade, and (2) the factoral or ‘‘resources” term of trade. 
Under (1) it is common to distinguish the “net barter’ and the 
“gross barter” terms of trade, and under (2) the “double fac- 
toral” and the “single factoral” terms of trade.** These four 
concepts may be concisely defined as follows: 


A. The Net Barter Terms of Trade. 


This is the usual meaning of the “commodity” terms of trade, 
and refers to the “ratio of exchange between such parts of the total 
quantities of [merchandise} imports and exports as exchange for 
each other, and whose [money] values, in consequence, will be 
equal.” The concept is more often defined as ‘‘the volume of 
imports received in exchange for a unit of exports.” That the 


18 One writer discusses the “terms of trade’’ under two headings, the first 
being simply the “Terms of Trade,” and is limited to the net barter concept, 
while the second is called the ‘Real Ratio of Interchange,” by which is 
meant the double factoral terms of trade only. The principal theoretical 
discussion of the first concept is attributed to Professor Taussig; that of the 
second to Alfred Marshall. See John Inman, ‘“The Terms of Trade” in The 
Manchester School, Vol. V1, No. 1, 1935, pp. 37-50. 
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money values of exports and imports are equivalent is implicit in 
the shorter definition. 


B. The Gross Barter Terms of Trade. 


This concept refers to the ratio of exchange between the total 
quantity of merchandise imports and the total quantity of merchan- 
dise exports, whether equivalent in value or not. 

The “Relative Gross Barter Terms relate to the entire 
volume of the physical movement. . . . They represent the 
changes in the volume of exports that actually went out in 
relation to the volume of imports that actually came in— 
the trend of the whole barter trade under the complex and 
shifting conditions that in fact prevailed.” 


C. The Double Factoral Terms of Trade. 


By this term is meant not a ratio between merchandise units, but 
the ratio of “interchange” between units of productive services, 
however defined. In Marshall's terms it is the ratio between com- 
posite “‘bales’’ of goods, each representing uniform aggregate invest- 
ments of labor and of capital, or of effort and sacrifice. To Viner 
it is a ratio determined by “the number of units of the productive 
services of the foreign country whose produce (exchanges for) the 
product of one unit of the productive services of your own country.”** 
Conceptually simple, this ratio, in practice, is not amenable to 
precise measurement for the same reason (i.e., lack of homogeneity) 
that non-merchandise items (services) are usually excluded from 
computations of the terms of trade. Perhaps the most concise 





19 Roland Wilson, Capital Imports and the Terms of Trade (Melbourne: 
Melbourne University Press, 1931), p. 47. 

20 F, W. Taussig, ‘“The Change in Great Britain’s Foreign Trade Terms 
after 1900.” Economic Journal, March, 1925, Vol. 35, No. 137, pp. 3, 5. 

21 J. Viner, Studies in the Theory of International Trade (New York: 
Harper and Brothers, 1937), p. 561. This ratio also has been termed the 
“real ratio of interchange” (Alfred Marshall, Money Credit and Commerce, 
Appendix J); the “factorial terms of trade” (G. A. Elliott, ‘Protective 
Tariffs, Tributes, and Terms of Trade,’ Journal of Political Economy, XLV, 
Dec. 1937, pp. 804-07); the “true terms of trade” (D. H. Robertson, ‘The 
Terms of Trade,” op. cit.); and the “resources terms of trade” (T. O. 
Yntema, A Mathematical Reformulation of the General Theory of Interna- 
tional Trade (Chicago: 1932) pp. 19-21). 
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22 See D. H. Robertson, ‘“The Terms of Trade,” International Social Science 
Bulletin, Spring, 1951, Vol. 3, No. 1, pp. 28-33. 
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definition of the concept would be “the command over foreign 
resources exerted by a given quantity of domestic resources.” 


D. The Single Factoral Terms of Trade. 


This hybrid concept is used to express the command of home 
labor over foreign goods, or the command over imports exerted 
by a unit of productive services. More precisely, it is the ratio of 
“interchange” between units of domestic productive power and the 
volume of imports. It is the relationship which is most relevant to 
a discussion of changes in the absolute standard of living as affected 
by foreign trade.” 








Some Problems of the Venezuelan 
Petroleum Industry 
By Virgil Salera* 


The petroleum industry may be said to face a combination of 
technical, labor, and legal or government-and-industry problems. As 
its prosperity indicates, the problems have not been insurmountable. 


Technical Problems 


Any discussion of the industry's technical problems must begin 
with an underscoring of the fact that the major producers, at least, 
are units of large integrated companies in the United States and 
elsewhere with a long history and the world’s most advanced tech- 
nology behind them. There are always technical problems in find- 
ing oil, especially by means other than expensive exploratory drilling. 
In addition, there are problems of developing new products and 
new manufacturing methods. Even research in industrial medicine 
engages the attention of the companies. At the moment, one of 
the main technical challenges is that of devising means for more 
efficiently producing, handling and transporting the very heavy and 
viscous types of oil. Such oils are important in current production 
and may become even more important relatively in the future. When 
these problems have been solved, the way will be open to exploit 
entire oil-pools which are already known but which, because of the 
viscosity of their oils, cannot now be developed economically with 
existing techniques. 


While the production problems which the industry has faced have 
been met successfully in most cases, success has involved large out- 


* This article is a section of a chapter from a book manuscript titled 
“Venezuela's Dynamic Economy,” written while the author was an economic 
adviser to the Corporacién Venezolana de Fomento. See Inter-American 
Economic Affairs, Spring 1955, footnote on page 3 of the article “Vene- 
zuela’s Sow—The-Oil-Policy. 
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lays. The research facilities of the parent company have often come 
to the rescue, sometimes dramatically. Work by the several com- 
panies has also been necessary on a number of occasions to overcome 
common physical obstacles. The payoff has been that wildcatting, 
production and transport have come through on an efficient basis 
under Venezuelan conditions. 


Labor 

Under Venezuelan law the petroleum and mining companies are 
subject to special requirements in addition to those affecting standard 
labor-management relations. The following list of requirements 
indicates the scope of the labor law as it applies to such com- 
panies (many of the provisions cited below, however, apply to all 
employers) : 

1. 75 percent of the work force must consist of Venezuelan na- 
tionals. (In this connection, it should be pointed out that it is 
relatively easy for immigrants to become Venezuelan nationals. 
Spaniards and nationals of other Latin American republics may 
apply for their naturalization papers promptly on arrival in the 
country, after which they have to wait an average of about 
a year before their applications are approved. In the case of 
others, the law states that they must reside in Venezuela without 
interruption for two years before applying for Venezuelan 
citizenship, and they must also be able to speak Spanish. If 
they meet these two requirements they are likely to obtain 
citizenship in about three years on the average.); 

2. If the place of non-extractive employment in the oil and mining 
business is more than two kilometers (one and a quarter miles) 
from the center of the residential area in which the workers 
reside, the companies must pay for or provide transportation 
to and from work; 

If a worker is discharged for reasons other than dishonesty, 
damaging property, unjustified absence from work for three 
or more days during the preceding month, and so forth, the 
employer is required to pay the worker one-half month’s wages 
for each year (or fraction thereof exceeding eight months) of 
employment; ; 

4. The worker in question is also entitled to unemployment aid 
at the rate of five days’ wages if he has worked from three 


We 
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to six months and up to fifteen days’ wages for each year of 

work for the employer; the worker is entitled to receive such 

payments even if he moves immediately to another job; 

Paid vacations are to be granted the worker at the rate of 

fifteen working days for each year of work; 

The worker is entitled to share in profits to the extent of at 

least 10 per cent, up to a limit of two months wages (oil 

company workers receive the equivalent of two months’ wages 
at Christmas time almost every year) ;* 

In the computation of profit-sharing liabilities to the workers, 

the company may not offset past losses against the current 

year’s profits; 

Pregnant women are entitled to “sufficient indemnity’ (re- 

garded as the equivalent of regular wages) for the period of 

six weeks prior to and six weeks after childbirth; 

Oil and mining companies must: 

a. Build workers’ “camps” in order to provide housing with 
at least 414 square meters of surface per inhabitant; 

b. Rent living quarters at not more than one-third of 1 per cent 
of the value of the property per month. That is, the rental 
must not exceed 4 per cent on the current value of the 
investment in workers’ houses. Actually, the usual practice 
is to charge substantially less than permitted by law, or only 
a token rental—one that does not even cover depreciation; 

c. Provide the community with drinking water, lighting and 

sanitary facilities; 

Provide primary schools; 

Provide hospitals; 

f. Provide quarters for the union, at a rental based on the 
same formula that applies in the case of workers’ housing; 


oo 


2 According to the law, of the amount due the worker, 75 per cent must 
be paid in cash, and the balance to an account in the worker’s name with 
any approved bank. The bank account is to be treated as an interest-earning 
savings account, which cannot be withdrawn in less than five years or until 
the account has reached the level of 2,000 bolivares, except when absolutely 
necessary in order to make payment on a house or in the event that the 
worker becomes permanently incapacitated. Actually, the Federal Executive 
usually decrees each year that the companies shall pay all of the amount due 
directly to the workers. 
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g. Provide technical schools in which the workers may pursue 
studies relative to their trade; 

h. Provide one advanced scholarship annually for the children 
of workers when the company’s labor force consists of 400 
to 2,000 workers, and three such scholarships when more 
than 2,000 workers are employed; 

i. In the event of accidental death, the company must make 
a payment equal to two years’ wages to relatives of the 
deceased. 

10. Overtime and holiday pay is at the rate of 125 per cent of the 
daily hourly wage for each hour of overtime or holiday work.’ 


Perhaps the significance of the above enumeration in dollar 
and cents terms is not clear to the reader. In the case of the oil 
industry, the significance is that such ‘‘fringe’’ benefits amount to 
more than the basic wage. Moreover, in collective contracts with 
workers the companies have voluntarily exceeded the legal require- 
ments, by providing such benefits as commissaries, retirement plans, 
group insurance, and the like. Total fringe benefits thus equal or 
exceed 150 per cent of the basic wage. Fringe surely is a misnomer 
in such cases. 

Let me add that I have not heard a single word of complaint 
from oil company executives regarding the benefits accruing to 
the workers. This does not mean, however, that the companies are 
pleased with all the rules under which they have to operate. 
Specifically, they would prefer to pay the workers the cash equiva- 
lent of most of the fringe benefits, and thus be able to get out of 
the miscellaneous businesses that have nothing to do with producing, 
processing, and marketing oil. 

Questions of the mechanics of fringe benefit payments apart, the 
industry's wage and fringe benefit picture needs to be considered 
in proper perspective. In particular, and in the light of international 
competition in oil, care must be exercised lest labor largess be 
overdone. Daily wage and fringe benefits in the Venezuelan oil 
industry exceed comparable money wages and fringe benefits in the 
United States. They are also far and away in excess of labor 
earnings in most other industries in Venezuela. It is not difficult 


2 The points enumerated above have been selected from Ley del Trabajo, 


Caracas, 1952, which contains the text of the law. 
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to visualize how such wages and labor costs could weaken the 
country’s competitive position in the world oil market if low-cost 
Middle East producers reach the optimum scale of production while 
world demand for oil expands only slowly. Somewhat less serious, 
as will be shown later, is the impact of oil wages on domestic pro- 
duction costs outside the Venezuelan oil industry where, in many 
instances, the country labors under comparative disadvantages in 
production. 


Legal Problems 

We turn next to the problems connected with concessions, require- 
ments as far as domestic refining of production is concerned, and 
taxation and the sharing of earnings with the government. 

To deal adequately with this subject, it would be necessary to 
review in detail the history of government-industry relations and the 
many laws relating to oil. In the space available, however, it will 
only be possible to cover the highlights. The 1943 Petroleum Law, 
which governs the industry at present, points up the issues rather 
well. This law provided that the companies could convert all prior 
concessions obtained under earlier laws into new concessions carry- 
ing a term of 40 years. Practically all companies availed themselves 
of the conversion option. 

The royalty provisions of the 1943 law are of some interest. 
The minimum royalty, payable either in money or in oil at the 
option of the government, was raised from 15 to 16 2/3 per cent. 
Though most of the concessions carry the minimum royalty rate, 
a company is free to seek to compete for concessions by bidding a 
relatively high royalty rate. Thus, one concession is known to have 
carried a royalty rate of 33 1/2 per cent. 

One of the most important features of the 1943 law concerns 
the concession-reversion provisions. Briefly, the law established a 
three-year period for exploration on each concession, the maximum 
size of which is 10,000 hectares (or 25,000 acres). At the end of 
the three-year period one-half of the area of the concession must 
be returned to the government (in parcels not smaller than 500 
hectares). The land-reversion feature is of considerable importance 
to Venezuela for at least two reasons. First, it must be borne in 
mind that even the experts cannot be sure until years of experience 
have been accumulatd just how much oil is located beneath the 
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the surface of any given area. Thus, the one-half of the concession 
Ost that is returned to the government may contain the most produc- 
hile tive oil-bearing portion, even though the concessionaire may be 
ms, advised by its technicians that it really has retained the best half. 
peo Second, the land-reversion feature means that the government 
ony obtains the benefit of survey and exploratory work carried out by 
i the companies. Specifically, when the original concessionaire strikes 
an oil field, the half of the area that is returned to the government 
is likely to be of extremely great value. The upshot is that the 
lire- 1943 law assures Venezuela a sizable share of oil that is produced 
and on any concession plus a potentially even more valuable asset— 
oil-bearing land that has been proven, often at very great expense, 
y to by the companies. One obtains a clear idea of the great value to 
the Venezuela of the land-reversion feature if he bears in mind that 
will the major oil companies, being technical and scientific organizations 
aw, | of immense capacity and, what is even more important, being organi- 
ther zations that possess the drive and initiative and inventiveness of 
rior profit-seeking entities, are likely to do a far more effective job in 
rry- | finding oil than even the best bureaucratic exploration unit could do. 
Ives In short, under the 1943 law the Venezuelan people benefit not 
only by sharing liberally in the realized earnings of the private 
rest. companies, but also by sharing equally or more liberally in the 
the difficult and risky exploratory work that is undertaken by them. 
ent. The 1943 law also encouraged refining within Venezuela. It 
rate, did so by requiring that one-tenth of the output from new conces- 
1g a sions be refined in the country as a condition for obtaining the 
have concession. This rule did not apply, however, to converted con- 
cessions, which made up the bulk of the area in which the com- 
erns panies were allowed to drill for oil. The law also stipulated that 
ed a none of the other nine-tenths of production from new concessions 
num could be refined in the Caribbean area (Aruba and Curacao). The 
d of foregoing provisions of the law govern only the minimum condi- 
must tions for refining in Venezuela. The government has also negoti- 
500 ated separate arrangements with the companies that call for more 
ance refining in Venezuela than the minimum stipulated in the law. 
e in Hence, as things now stand, there is no hard and fast rule with 
ence respect to the proportion of crude output that must be refined in 


| the the country. Nevertheless, it must surely be said of the 1943 law 
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that it did much to accelerate the growth of mainland refining. 
How far Venezuela should go in refining is a matter of petroleum 
economics, on which further comments are presented below. 


The division of oil earnings as between the government and the 
companies merits additional attention. As a result of the 1943 law 
and subsequently imposed variable “additional” tax rates that apply 
from year to year, the government seeks to reserve to itself roughly 
50 per cent or more of each year's earnings from each major 
corporate group. This action has been subject to criticism from 
some quarters. Pogue, for instance, argues that the procedure makes 
“no allowance for swings of the income cycle or for the overstate- 
ment of profits which is inevitable under established accounting 
practice when prices rise and a growing proportion of earnings must 
be diverted into capital expenditures. Thus the evolution of ‘50-50’ 
has not only acted as a disincentive to capital, but in effect has 
gone to the extreme of constituting a tax on capital expenditures.’ 

This criticism cannot lightly be dismissed, though Pogue cannot 
legitimately invoke a cyclical criterion in one case and ignore it in 
the other. Moreover, he cannot deal with the income cycle, as his 
argument seems to imply, as if it were a series of swings around 
a horizontal trend line. If the industry's capital expenditures are 
likely to be made in terms of secularly rising prices for capital 
goods, the industry’s income cycle is also likely to develop around 
a rising trend of earnings. In other words, cyclical swings of income 
in which the troughs show very good returns as compared with 
industry generally in the capital-originating country are one thing; 
similar swings in which the troughs are low in the returns-to-capital 
sense and in relation to investment yields generally in the capital- 
originating country, in contrast, are the only ones that are consistent 
with the Pogue argument with respect to overstatement of profits. 
The question clearly cannot be answered in theoretical terms, since 
it is essentially an empirical one. What is the probable trend of oil 
industry earnings in Venezuela, and what is the probable one for 
the oil industry and industry generally in the United States? If the 
trend continues its upward course, Pogue's income cycle argument 
loses most of its steam; if not, his cycle argument must be taken 
very seriously. 


3 J. E. Pogue, Oil in Venezuela, New York, The Chase National Bank, 
1949, p. 26. 
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However, either way, the point to be emphasized is that Pogue 
cannot simultaneously argue the cycle case with respect to income 
and also the accounting basis for profit overstatement. With 
growing energy requirements throughout the world and the pros- 
pects of high employment levels in most countries, I am inclined 
to the view that Pogue is likely to be more nearly correct with 
regard to profit overstatement under our accounting conventions 
than with respect to the income cycle argument. If my estimate is 
correct, an income cycle with excellent yields even in the troughs is 
not likely to dissuade a government from pressing for liberal 
sharing of earnings, since such action will yield good returns not 
so much at the expense of industry capital as at the “expense,” so 
to speak, of petroleum consumers the world over. In short, secularly 
improving terms of trade for oil enable capital and government to 
share liberally in the good fortune of the sellers of a favored 
commodity. 

There are delicate issues involved in liberal government sharing 
of earnings with the companies. The difficulties are not, as some 
have said, that fifty-fifty could become sixty-forty. After all, 
sixty-forty might yield a return on oil induustry investment in 
Venezuela that is much more favorable, after allowing for special 
risks, than the industry's earnings in the United States or elsewhere.* 
In other words, there is no magic equity in 50-50, or 60-40, any 
more than there is any magic equity in an American firm’s domestic 
earnings of, say, “just 5 per cent on sales.” Earnings of 5 per cent 
on sales are consistent with a fantastically high yield on investment 
if the invested capital is small in relation to net earnings; similarly, 
a 60-40 split may leave the companies with a very liberal return 
on their investment. It all depends. 


Yet a serious dilemma is involved. Venezuela must act respon- 
sibly in connection with its greatest industry, for policy decisions 
that might lead to another Iranian-type fiasco would be a disaster 
of major proportions. Will it be able to act responsibly, however, 


* Most of the parent companies operating in Venezuela have investments 
in the Middle East, where the so-called ‘'50-50” rule also applies. Clearly, 
investment risk in the Soviet Union’s back door is indisputably greater than 
in Venezuela. See, for example, The Economist, London, July 18, 1953, 
p. 190. 
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if it abandons the rough-and-ready ‘‘50-50” rule? I doubt it. 
The “50-50” rule at least is operational, and it suggests an equitable 
division of the fruits of oil as between the companies and the 
Venezuelan people. The alternative to 50-50” does not provide an 
operational and practical general basis for determining how the 
Venezuelan people shall share in earnings from oil. Economists are 
fond of speaking in simplified generalities, such as the type of state- 
ment which says that the oil companies must be able to realize a 
reasonable return on their investment in Venezuela, due allowance 
being made for the special risks involved in such investment. What, 
pray tell, is such a reasonable rate of return? There isn’t an econ- 
omist alive who knows, or could know. And experience with gov- 
ernmentally determined reasonable rates of return is anything but 
encouraging. Public-utility rate determination in the United States 
surely would not be recommended by any American economist who 
knows about the subject, since the complexities of none-too-successful 
public-utility pricing under government regulation pale into insig- 
nificance by comparison with the vastly more complex pricing prob- 
lems in the internationally-competitive’ oil business. Progress in 
the American public utility field seems to have occurred despite the 
serious drawbacks of utility rate regulation. Continued progress 
in the development of Venezuelan oil would surely be doomed if a 
similar control technique were attempted in the land of Siméon 
Bolivar’s birth. 

In my considered judgment, the fair treatment of the oil com- 
panies must be based on something like the ‘'50-50" rule as modified 
from time to time by commonsense and equitable considerations in 
the light of the facts.° Formal economic analysis, it seems, will 


*>I am mindful of the cartel charges that have recently been brought 
against the major international oil companies. Apart from the Gulf of 
Mexico pricing base, the appropriateness of which is not clear under con- 
temporary conditions, I am inclined to believe that broadly competitive 
elements predominate in what is vaguely referred to as the oligopolistic 
international oil business. 

6 The Ministry of Mines now has two research divisions, one dealing 
with oil costs and markets and the other with petroleum investments, that 
carefully investigate the main economic aspects of the industry. See Memoria 
y Cuenta 1948-1952, Ministerio de Minas e Hidrocarburos, Caracas, 1953, 
pp. 480-481. 
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contribute little if anything in the way of specific guidance." The 
main burden apparently will fall on the Venezuelan government, 
since it must see to it that terms imposed on the industry are such 
that returns from investment in Venezuela are not so reduced as to 
induce the companies to transfer their investment and advanced 
technical efforts to other areas of the world, where yields are more 
attractive. Such an eventuality could stop growth of the industry, 
reduce the quantity and quality of technical resources that go into 
Venezuelan production and that have accounted for so large a part 
of the industry's spectacular success, and raise costs dangerously in 
relation to those prevailing in countries that compete with Venezuela 
in the world oil market. 


Investment 

Venezuela's first industry has attracted foreign investment on a 
large scale. As of 1953, an estimated $1,791 million had been 
invested in the industry,* of which $1,243 million had been invested 
by American companies and an estimated $548 million by European 
(mainly British) concerns.? That such investment is of large pro- 
portions may be indicated by the fact that Venezuela ranks first 
among the countries of Latin America in attracting United States 
capital and second among the countries of the world. All of such 
capital has literally been attracted by the country, given the rich 
resources mainly in oil and a sensitive government policy toward 
foreign investment. 


Most of the investment, incidentally, has been in the form of 
plowed-back earnings. In fact, for the period since World War Il 
the companies collectively have carried out annual new investment 
in amounts equal on the average to over half of the current year’s 


7 After a number of chapters of elegant theoretical exercises on several 
— a recent writer comes to grips with “50-50” but disappointingly 
offers only simple observations that lead nowhere. See C. P. Kindleberger, 
International Economics, Homewood, Illinois, R. D. Irwin, Inc., 1953, 
pp. 357-359. 

® At the end of 1951, the value of oil-producing capital was 5,844 million 
bolivares; I have raised this to 6,000 million to reflect conditions in 1953. 
For the facts on investment in the industry, see Memoria y Cuenta 1948-52, 
Ministerio de Minas e Hidrocarburos, Caracas, 1953, p. xxxiv. 

®Non-American capital has been estimated by the author by assigning 
to Shell an investment corresponding to the ratio of Shell output to total 
output in 1952. 
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earnings. This practice, more than anything else, shows the extent 
of investor confidence in Venezuela (as well as the profitability 
of oil production); equally important, it indicates the need for a 
continuation of sensible government policy toward the industry, 
lest the tempo of new investment be altered to the country’s 
disadvantage. 

The facts with respect to industry earnings, reinvestments, and 
total investment by years are shown in Table I. Note particularly 
the excellent rate of return on capital, the high rate of reinvestment 
in recent years, and the government's share of earnings. 


TABLE I. 


Oil Industry Earnings, Reinvestment of Earnings, Total Investment, and 
Government Share in Relation to Industry Earnings, 1945-51 


(In millions of dollars) 
1945 1946 1947 1948 1949 1950 1951 


Industry net income............ 82 132 227 316 210 290 359 
Return on capital ................ 14% 18% 34% 26% 14% 17% 21% 
Industry re-investment........ 36 68 132 220 114 4168 ~~ 185 
Total investment ........ ie 596 745 661 1,233 1,525 1,693 1,744 
Government's share of 

gross earnings ................ 143 175 279 442 357 349 459 


Government’s share as 
percentage of industry 
no. ee 174% 133% 123% 140% 170% 121% 128% 


@ This seems to be at odds with the “50-50” formula mentioned earlier 
in the text. Two points must be made. First, the ‘50 per cent’ govern- 
ment share is not a rigid and mathematically determined quantity. Second, 
the recorded government share includes earnings accruing to the govern- 
ment by virtue of the multiple-exchange-rate system—but such earnings 
are not included in the “50-50” formula. 

A word should be said about the exchange control system. Under this 
system the oil companies must acquire bolivares (for wages, local materials, 
taxes, and so forth) at the penalty exchange rate of 3.09 bolivares per 
dollar instead of the regular Central Bank buying rate of 3.32 to the dollar 
That is, the oil exchange rate yields the companies 7 per cent fewer 
bolivares per dollar. The Central Bank in turn sells dollars to the commer- 
cial banks at 3.335 to the dollar, who in turn sell dollars to the public at 
3.35. (When the oil companies buy bolivares in excess of the Central 
Bank’s annual foreign exchange sales, an even worse rate applies to such 
excess oil company purchases—the rate that is equal to the gold import 
point: 3.046 to the dollar.) 

The 3.09 “penalty” rate, though a rate that yields the oil companies 
7 per cent fewer bolivares than the regular Central Bank buying rate, is 
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Production 


In 1952 Venezuela’s crude oil output averaged 1,803,910 barrels 
daily, equivalent to 29 per cent of United States production in the 
same year. This compares with a daily output of 503,647 barrels 
in 1940, when Venezuelan output amounted to 14 per cent of the 
United States figure. Except for the war years, when a combination 
of shipping difficulties and shortages of producing equipment im- 
peded normal growth, Venezuelan output has been rising steadily 
since the twenties. It may be said that production in the country 
has grown roughly in proportion to the annual rate of increase in 
world demand for petroleum products. 

Refinery output in recent years has grown at an even faster pace 
than crude production. The main reason for this has been govern- 
ment policy. Thus, it has been policy to stimulate domestic refin- 
ing only since World War II. Though refinery output probably 
would have grown even in the absence of the indicated government 
policy, it is unlikely that current levels of output woulud have been 
attained in view of the fact that refinery costs as such in the neigh- 
boring Dutch islands are lower than the costs of comparable opera- 
tions on the mainland. The facts on the relative growth of refinery 
output are of interest. Thus, Venezuela refined 5 per cent of her 
1938 output of crude, 9 per cent of the 1946 output, and 19 per cent 
of production in 1952. Today the country is one of the world’s 
leading refiners of oil products. 

Natural gas consumption has also expanded at a fast pace— 
faster, in fact, than the pace at which crude output has increased. 
Even so, only a small dent has been made in gas reserves. Quanti- 
tatively, consumption amounted to 3.2 billion cubic meters in 1938, 
jumped to 9.4 billion in 1946, and reached the level of 20.9 billion 
in 1952. 


somewhat of a misnomer. If one interprets the Venezuelan case after the 
fashion of multiple-exchange-rate systems that prevail elsewhere, he is likely 
to conclude that the effective penalty is 7 per cent. Actually, 7 per cent is 
only a gross measure. The net penalty, found after making allowance for 
the lower bolivar outlay on royalties and income taxes (based on dollar 
income converted at the 3.09 rate), probably is very small. 

(For a simple statement of Venezuela’s exchange control system, see a 
recent issue of the International Monetary Fund’s Annual Report on Exchange 
Restrictions. The Report for 1953, for example, discusses the system on 
pages 297-299. This Teen however, fails to distinguish between ‘‘gross’’ 
and ‘‘net”’ penalty.) 

SourcE: Memoria y Cuenta, 1948-1952, Ministerio de Minas e Hidrocar- 
huras, Caracas, 1953, pp. xxxiv and xxxvii. 














90 INTER-AMERICAN ECONOMIC AFFAIRS 


Domestic Product Pricing 

A relatively small but growing problem to the two top companies 
(who alone sell gasoline and kerosene in the domestic market) is 
symbolized by the following: because of price control regular gaso- 
line sells at retail in Venezuela for 11.3 cents per gallon, which is 
below its f.0.b. export price. Kerosene sells at a somewhat lower 
level. This is here referred to as a relatively small problem mainly 
because sales in the domestic market still account for only a small 
part of total output. Premium gasoline, which is not subject to gov- 
ernment price control, sells for exactly twice the price of the regular 
fuel. As would be expected, sales of the premium fuel are small, 
about 5-10 per cent of total gasoline sales. The companies have tried 
without success to win government approval for a price adjustment 
for regular gasoline.”° 

Fuel oil prices in Venezuela are also quite low. Under a gentle- 
men’s agreement of some years ago between the companies and the 
government, this commodity is priced on a delivered basis at several 
of the country’s main ports, at levels below the f.o.b. export price. 
For instance, at the time of writing, the price at La Guaira (which 
serves Caracas) and Puerto Cabello (the port which serves the 
Maracay-Valencia area, Venezuela’s second largest market) was only 
$0.92 per barrel in contrast to $1.60 for the same product f.o.b. 
refinery export points on the Paraguana Peninsula. The price de- 
livered in the city of Maracaibo was only $.74 per barrel. 

Such pricing problems are not likely to assume major importance 
as long as the domestic market takes a small part of total produc- 
tion. The differentials in favor of home users, however, surely are 
evidence of indirect sharing in the fortunes of the industry. But 


10 A comparison with the Peruvian situation may be of some interest. The 
International Petroleum Corporation, a subsidiary of Jersey Standard, sells 
oil under price agreements with the Peruvian government (Lima basis) at 
7.6 cents (U. S.) per gallon retail for regular gasoline and 9.1 cents for 
extra. Prices elsewhere vary from the Lima base in terms of freight differ- 
entials. Not only is the Peruvian fixed price strikingly low, but (more 
importantly to the economist) the volume sold in the local market repre- 
sents a very large (and growing) part of total national production. In 
short, unlike the Venezuelan situation, the ratio of exports to national output 
is low. Unless new large pools are found in easily accessible places, Peruvian 
production promises to remain relatively unattractive to foreign capital. 
Incidentally, Peruvian retail gasoline prices, though appreciably lower than 
those in Venezuela, are much higher in relation to income than is the case 
in Venezuela. It is this price-income relationship that seems to account for 
the stickiness of the fixed price in Peru. (Peruvian prices were raised in 
September 1954 to about 10 and 12 cents, respectively. ) 
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the benefits have not been obtained without social cost: for example, 
service stations in the country generally reflect a condition of under- 
maintenance, owing to the fact that the fixed price level does not 
permit resources in the business to earn anything like the rates of 
return available in alternative outlets for investment. 


Competitive Position in World Markets 


We turn next to Venezuela’s competitive position in the world 
oil industry. The question divides itself logically into two parts: 
the country’s present position and its probable future position. With 
respect to the situation as of the middle 1950's, Venezuela’s com- 
petitive position in world markets may be classified as good. The 
industry is thoroughly modern; rich fields are being tapped with 
good yields; prospecting continues to give satisfactory results; and 
relations with the government are such as give every encouragement 
to the continuing large-scale investments that are indispensable to 
the maintenance of a healthy petroleum industry. World demand 
for petroleum products continues to expand, as more and more 
people in many lands improve their levels of living partly by using 
increasing quantities of oil per capita. However, world supply has 
been catching up with demand, and the strong sellers’ market of the 
early postwar years has given way to a condition in which increasing 
emphasis has to be placed on efficiency. 

With respect to the future, your crystal ball is as good as mine. 
On balance, the factors favorable to Venezuelan oil probably over- 
balance those on the unfavorable side. The favorable factors include 
Venezuela's position as a relatively young oil producer, compara- 
tively creap natural gas (resulting from the fact that the demand 
for this product is small) with which to repressure the oil-bearing 
sands and thus maintain well life and improve recovery, a geo- 
graphical position that makes for low-cost access to main overseas 
consuming markets, and good working relations with the government. 

On the unfavorable side, a factor that is likely to bear heavily 
on costs as the average quality of the producing field declines is 
the wage level or, more broadly, labor costs per barrel of oil. 
Venezuela's petroleum wage level is higher than that in the United 
States. This means that the wage bill per unit of product is almost 
at the highest level in the world, being somewhat lower than in 
the United States because the average flow per producing well 
in Venezuela is considerably larger than is the case in North America. 














92 INTER-AMERICAN ECONOMIC AFFAIRS 






In other words, though the Venezuelan oil wage level is higher than 
that in the United States, where the general level of labor produc- 
tivity is incomparably higher than in the birthplace of Simén 
Bolivar, manpower requirements per barrel of oil produced are 
less because the average well yields a larger daily flow than in 
the United States. 

Another unfavorable factor, or at least a potentially unfavor- 
able one, is to be found in the policy of augmenting refinery pro- 
duction in the country. It is one thing, of course, to increase capacity 
in line with increasing internal demand, and quite a different thing 
to augment refinery production in order to sell finished products in 
the world market. The enforced development of local refining 
in excess of domestic requirements weakens the country’s competitive 
position in external markets. First, refinery facilities are extremely 
high-cost in Venezuela, for the same general reasons that all capital 
facilities involve great expense in the country. The equipment must 
be imported from industrial nations and it must be installed either 
by relatively expensive domestic labor or even more expensive 
foreign personnel. Second, there is a pronounced trend toward 
refining products in centers of consumption, with the result that 
Venezuelan crude can find a more ready market abroad than can 
finished petroleum products. 

It is natural that Venezuela prefers to refine more of its oil 
within its own borders. “Value added in production” per barrel 
of refined products is always greater than value added per barrel 
of crude. But the test for a country that depends on petroleum 
exports is relative efficiency in the case of each export product, 
not the degree of refining required. In short, the extent of pro- 
cessing within Venezuela is an extra-economic criterion; if a given 
degree of refining is consistent with the maintenance of the country’s 
position in world markets, national goals are compatible with a 
growing industry; otherwise they are not. Fortunately, most in- 
formed Venezuelans appreciate the importance of pressing only for 
advantages that are consistent with the basic economics of the 
industry. 


Role of Oil in the Economy 

As oil goes, so goes the Venezuelan economy. An enumeration 
of the benefits flowing from an efficient petroleum industry will 
show why this is the case. First, the industry's output alone makes 
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up about a third of the nation’s ‘gross national product.” Yet 
only about 3 per cent of the labor force is employed in petroleum 
production. Second, prices for oil products have tended to rise 
in relation to the prices of most other internationally trade com- 
modities; that is, the terms of trade of the oil producing and 
exporting countries have been favorable, particularly during most 
of the period since the 1930's. Such favorable terms of trade have 
done much to facilitate economic growth. Third, even the govern- 
ment’s budget is based on oil, and on expected volume of produc- 
tion at that (rather than on the estimated value of output or 
exports). At the time of writing, for instance, the government 
budget for fiscal year 1954 was premised on the assumption that 
average daily output would amount to not less than 1,700,000 
barrels. Incidentally, the country’s fiscal policy is regularly based 
on the principle and practice of the annually balanced budget. 
Moreover, machinery for engaging in deficit finance hardly exists. 
Fourth, oil exports have enabled the country to achieve marked 
economic growth without incurring foreign debt. Venezuela has 
no foreign debt, and the domestic debt is inconsequential. Fifth, 
earnings from oil exports have been responsible, in recent decades 
at least, for the strength of the currency—so much so, that Venezu- 
ela is the only Latin American country of consequence in which one 
never hears of flight from the currency and in which domestic 
savings are invested in home industries and commerce. In fact, the 
economically illiterate man in the street believes that the bolivar is 
the world’s strongest currency. That this is a psychological asset 
of great value to the country is apparent if a comparison is made 
with, say, France. Substantially the same observation has been 
made in sophisticated form by the London Economist, when it stated 
that Venezuela is one country where even the dollar is regarded 
as a soft currency. 

Important as are the above five considerations, they pale into 
insignificance in relation to another. Or perhaps it would be better 
to say that they do not adequately indicate the role of oil in the 
economy. Economists who visit the country to make brief studies 
of the economy's operation, including my American colleagues, 
generally give greatest emphasis to the bearing of oil-industry 
wages and costs in the rest of the economy. That oil wages have 
a great impact, cannot be denied. But I think the wage focus is 
much too narrow. 
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When I am asked to account for Venezuela’s high price and wage 
level, I find it best to regard the oil industry as the sector that 
renders a species of “Marshall aid,” so to speak, to the rest of the 
Venezuelan economy. You will recall that the Marshall aid voted 
by Congress after World War II enabled Europe to pay for a much 
larger volume of imports than the aid-recipient countries could 
pay from the proceeds of their own exports. Similarly, oil-industry 
exports enable Venezuela to import many times the volume and 
variety of goods that would be possible in the absence of the 
industry. This proposition is implicit, to be sure, in the fact that 
oil constitutes 95 per cent or more of total exports. But there is 
much more to the problem than the ratio of oil to total exports. 
An economy in which nine-tenths of total exports are concentrated 
in a single commodity produced by a /arge part of the country’s 
labor, capital and natural resources would also suffer a terrible 
decline in its capacity to import if the export industry disappeared, 
or if the foreign demand for its product declined seriously. In such 
an economy, however, there would be no reason to expect that 
wages and prices would be high in relation to those prevailing 


outside. Rather, the economy could not maintain its export posi- 
tion if its wages and prices were relatively high (conversions being 
made in terms of the ruling exchange rate for the currency, of 
course). Approximations to the economy here being discussed 
would be found in coffee-producing El Salvador or sugar-producing 
British Mauritius. In both cases the bulk of domestic economic 
resources are engaged in export production. 


Contrast this case with that of Venezuelan oil. Only a tiny part 
of domestic labor is directly engaged in oil production. Most of the 
rest of the country’s labor and the bulk of the non-oil capital and 
land are not competitive in the international sense—either in the 
sense of producing goods that can be landed in foreign markets 
at competitive prices, or in the sense of being able to compete on 
a duty-free basis with imports. Yet such resources continue to be 
employed with high monetary rewards and earn the highest real 
wages that are to be found among tropical countries that are gen- 
erally described as “underdeveloped.” Domestic resources of rela- 
tively low productivity, given the wage level and the rate of ex- 
change, are able to find steady employment thanks to the contribu- 
tion of oil. This fabulous resource readily pays for a high per 
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capita volume of imports, thus permitting most domestic resources 
(other than oil) to earn incomes that are disproportionately high 
by international standards. 

Oil also enables the government to balance its budget the easy 
way year in and year out. The relation between oil and the budget 
is of considerable interest. I for one do not wish to detract an 
iota of credit from the Venezuelans who have established a tradi- 
tion of practicing the principles of the annually balanced budget. 
The pressures for increasing expenditures relative to tax receipts 
sometimes are considerable. It surely is to the credit of the govern- 
ment that such pressures have been withstood. However, the fact 
remains that the oil industry contributes about 60 per cent of the 
government's revenue—not including income taxes on the wages 
and salaries of oil-industry personnel, or tax revenues derived from 
economic activities that are in support of the oil industry. To illus- 
trate the problem, let's indicate the approximate division of the 
industry's product. Roughly a third is paid out to Venezuelan 
resource owners (labor, suppliers of national materials such as 
cement, and landowners), approximately a third represents tax and 
royalty payments to the government, while the final third (roughly) 
is the gross return to capital invested in the industry. It is one 
thing to tax the third that represents incomes earned by Venezue- 
lans or people resident in the country. (They bear their share of 
the taxes, of course.) In ordinary discussion of national taxation, 
it is taxes on people such as these that are involved. But it is quite 
another thing to levy taxes on an export industry whose position is 
so favorable that foreigners in effect pay the taxes indirectly when 
they buy the commodity.” Oil is such an export industry, at least 
in the case of Venezuela. This country is fortunate in having such 
a tax base, just as Texas is fortunate that so large a part of her 
tax base consists of oil. Probably it would be better to say that 
Venezuelans and Texans of the present and perhaps another one 
or two generations may be said to be fortunate. 

A favorite question is whether a prosperous oil industry retards 
the industrial and agricultural diversification of the country. No 
cut and dried answer is possible. Consider first how growth of the 
oil industry directly encourages growth in the non-oil sectors. 
Road-building is encouraged, which in turn stimulates the growth 
of such industries as cement (the country now produces all the 
standard cement that it needs), lumber, and the like. When new 
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communities are created, myriad service industries spring up in them, 
as well as truck farms around them. In short, growth of the indus- 
try accounts directly for some industrial and agricultural diversi- 
fication. 

It is the indirect effects, however, which are much more important. 
The central fact is that oil exports enable Venezuela to realize cheap 
imports; the bolivar has a greater purchasing power abroad than at 
home. Cheap imports mean that domestic industry and agricul- 
ture find the going tough if they must compete with imports on 
an unassisted basis. So much for the key facts. Surely cheap 
imports aren't bad. If a nation can count on getting imports cheaply 
for an indefinite period, it would be an act of folly to disturb the 
situation. This suggests the main difficulty in answering the ques- 
tion. The difficulty is that no one knows how long the oil bonanza 
will last. If Venezuela could confidently count on a prosperous oil 
industry for, say, 50 years, there would be little point in encouraging 
uneconomic industries now—industries that could not exist without 
public subsidies or high tariff protection. Rather, new industries 
should be allowed to emerge completely unassisted, as population 
and real incomes rise or as changing technology permits engineers 
to design smaller but efficient producing units. An exception to 
this rule would probably be necessary to assure the nation minimum 
domestic capacity of key industrial and agricultural products the 
supply of which is likely to be cut off in time of war and which, 
for technical reasons, cannot readily be stockpiled. 

On the other hand, if oil is to suffer something like the fate of 
natural nitrates, or if low-cost pools are soon to be depleted, then 
a laissez faire attitude would be against the true long-run interests 
of Venezuela. If there are fairly convincing reasons to show that 
this outcome is the most probable one, the worst thing the country 
could do would be to let things drift, enjoying cheap imports while 
they last. It is apparent from this brief discussion, therefore, that 
a simple answer cannot be given. The answer depends funda- 
mentally on judgments as to the time-span of oil prosperity. Per- 
sonally, I would err if necessary on the conservative side, and assume 
that oil expansion will be followed by retrogression within a genera- 
tion. I would urge that special measures be taken, after careful 
study, to expand and diversify the agricultural and industrial base, 
especially the former. But now we are trespassing on the subject 
of “‘sow-the-oil” policy, with which we deal in a later chapter. 








